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FedERATtd  Department  Stores,  Inc.  is  tIie 

NATO's  UAdiNq  OPERATOR  of  pREMiER  dEpARTMENT 
STORES,  wfth  AppROXi M ATEly  400  dEpARTMENT 
STORES  ANd  1  60  SpECIAlTy  loCATioNS  iN  56  STATES. 
FEdERATEd^S  dEpARTMENT  STORES  OpERATE  UNdER 

tFie  names  of  BlooMiNqdAlE's,  TIie  Bon  MarcIie, 
BimdiNEs,  GoldsMrrh's,  Lazarus,  MAcy's,  Rick's 
ANd  Stern's.  EAck  FsdERATEd  dEpARTMENT  store 

divisiON  is  WEll'ESTAbliskEd  iN  iTS  OpERATINq 
AREAS,  ANd  kAS  kisTORicAl  TIES  TO  iTS  COMMUNmES 
STRETckiNq  bAck  iNTO  TkE  Last  CENTURy.  FsdERATEd 
Also  operates  TkE  BlooMiNqdAU's  by  MaiI,  LTd. 

NATiONAl  CATAloq  ANd  AEROpOSTAU  ANd  CkARTER 

Club  spEciAby  stores. 

'0-,. 

FedERATEd's  CORPORATE  STRUCTUR|^CApiTAlizE5 
on  TkE  STRENqTks  of  TkssE  divisioNs  wkiU 
bRiNqiNq  new  diMENsioNs  of  opERATiNq 
EfficiENciCS,  WNANCIAl  UvERAqE  ANd 
STRATEqic  qROWTk  OppORTUNITiES  TO  TkE 
COMpANy's  OpERATiONS. 


% 
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ABOUT  THE  COVER:  Passport,  tIte  annuaI  fAshioN  show  bENefir  ORchESTRATEd  by  MAcy's  West,  dEMONSTRATEs  FEdERATEC 
COMMiTMENT  TO  dElivERilNq  UshiON  EXCREMENT  ANd  AddRESsiNq  qENUiNE  COMMUNHy  NEEds.  SiNCE  1  988,  STAR'STuddEd 
Passport  EXTRAVAqANZAs  iN  San  Francesco,  ANd  iN  Los  ANqEks  siNCE  1996,  hAVE  SERVEd  as  a  showcase  foR  some  of  tIhe 
fAshiON  iNduSTRy's  hippEST,  hoTTEST  dESiqNERS,  while  RAisiNq  MORE  ThAN  $6.2  MilliON  foR  AIDS  RESEARch  ANd  SUPPORT. 


1  997  FiNANciAl  Hiqhliqhis 


1997 

1996 

1995 

1994 

1993 

Net  Sales 

$15-668  billion 

$15,229  billion 

$13,998  billion* 

$8,316  billion 

$7,229  billion 

Operating  Income 

Excluding  unusual 
items  (Notes  1, 2) 

$1,341  million 

$1,202  million 

$  995  million 

$  635  million 

$  532  million 

%  of  sales  (Note  2) 

8.6% 

7.9% 

7.1% 

7.6% 

7.4% 

EBITDA  (Notes  2,  3) 

$1,931  million 

$  1,735  million 

$  1,470  million 

$  921  million 

$  762  million 

%  of  sales  (Note  2) 

12.3% 

11.4% 

10.5% 

11.1% 

10.5% 

Net  Income  (Note  1) 

Excluding  unusual  items 

$  575  million 

$  453  million 

$  333  million 

$  239  million 

$  197  million 

Including  unusual  items 

$  536  million 

$  266  million 

$  75  million 

$  188  million 

$  193  million 

Diluted  Earnings  Per  Share  (Note  l) 

Excluding  unusual  items 

$2.58 

$  2.09 

$  1.79 

$  1.76 

$  1.53 

Including  unusual  items 

$2.41 

$  1.24 

$  .39 

$  1.40 

$  1.50 

^Excludes  net  sales  of  $  1 .05 1  billion  for  Broadway  stores. 

Notes: 

(1)  Unusual  items  represent  inventory  valuation  adjustments  related  to  consolidations  and  business  integration  and  consolidation  expenses 
(BICE),  the  charitable  contribution  to  the  Federated  Department  Stores  Foundation,  the  impact,  in  1995,  of  the  Broadway  Stores,  Inc. 
acquisition  on  Federated’s  consolidated  operations,  interest  expense  and  per  share  earnings  and,  if  applicable,  the  loss  associated  with  the 
prepayment  of  debt  in  1993  and  1997- 

(2)  As  a  result  of  the  acquisition  of  Macys  in  December  1994,  operating  income  and  EBITDA  rates  for  1995,  1996  and  1997  decreased  by 
approximately  one  percent  because  of  the  sale,  prior  to  acquisition,  of  Macys  customer  accounts  receivable  to  a  third  party, 

(3)  EBITDA  represents  earnings  before  interest,  taxes,  depreciation,  amortization,  BICE,  the  charitable  contribution  to  the  Federated 

Department  Stores  Foundation  and  the  impact,  in  1995,  of  the  Broadway  Stores,  Inc.  acquisition  on  Federated’s  consolidated  operations. 

EBITDA 

(Earnings  Before  Interest,  Taxes, 
Depreciation  and  Amortization) 


Diluted  Earnings  Per  Share 

(Excludes  unusual  items) 


95  96  97 


Net  Income 
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Dear  FeIIow  ShAREholdER: 

In  this  year’s  annual  report,  the  focus  is  on  the  store  as  our  stage.  This  is  an 
appropriate  perspective,  since  we  tend  to  view  each  day  in  our  stores  as  a  new,  if 
well-rehearsed  production,  and  each  year  as  an  objective  review  of  our  ability  to 
|eliver  quality  performances  to  demanding  audiences  from  coast  to  coast. 

Federated  succeeded  in  producing  a  number  of  stellar  performances  during  1997  and  the  result 
was  a  very  good  year  for  our  company  Like  most  years,  however,  there  also  were  a  few  produc- 

Lg  of  more  modest  reviews.  On  balance,  we  are 
ised  with  our  progress  and  believe  we  are  well 
led  for  the  future.  So  before  shifting  our  focus  to 
t  s  worth  a  look  at  what  went  well  in  the  past  year, 
as  what  could  have  been  better. 


A  Year  In  Review 

Federated  posted  net  income  of 
5575  million  or  $2.58  a  share  for  the  52 
weeks  of  fiscal  1997,  compared  to  a  net 
income  of  $453  million  or  $2.09  a  share 
for  the  prior  5  2- week  year,  excluding 
unusual  items.  (Earnings  per  share  figures 
refer  to  diluted  earnings  per  share.) 

Pre-tax  income  for  the  year  ended 
January  31,  1998  totaled  $958  million 
or  6.1  percent  of  sales.  This  is  an 
increase  of  27.8  percent  over  pre-tax 
income  of  $750  million  or  4.9  percent  of 
sales  for  the  prior  fiscal  year,  excluding 
unusual  items. 

Sales  in  the  52  weeks  of  fiscal  1997  were 
15,668  million,  an  increase  of  2.9  percent 
om  pared  to  prior-year  sales  of  $15,229 
nillion.  On  a  comparable-store  basis,  the 
mpany’s  1997  sales  increased  2.7  percent. 

piat  we  did  right 

|  We  did  a  number  of  things  very  right  in 
||97,  as  reflected  by  our  results.  Many  of 
fhese  initiatives  reveal  important  priorities 
^'Federated.  For  instance: 

Our  comparable-store  sales 
||||7  increase  for  the  year  compared 
|p  :  iavorably  to  the  industry.  Our 
goal  was  to  accelerate  our  trend 
over  this  performance  level,  and 
P ;  we  accomplished  that  for  the 
.first  three  quarters  of  the  year. 
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While  our  two-year  trend  in  the  fourth  quarter  was  good, 
we  were  disappointed  on  a  one-year  basis.  More  about 
this  later. . . 

•  We  had  more  than  80  significant  remodels  underway  during 
the  year.  Perhaps  most  importantly,  we  began  multi-year 
projects  at  our  three  largest  stores  -  Macys  Herald  Square 
and  Bloomingdales  59th  Street  in  Manhattan,  and  Macys 
Union  Square  in  San  Francisco.  While  disruption  from 
these  remodels  is  a  negative  to  our  sales  in  the  short  term, 
we  believe  we  are  en  route  to  revitalizing  these  important 
locations  and  creating  absolutely  the  greatest  stores  on  earth 
for  the  longer  term. 

•  We  made  significant  progress  in  our  effort  to  improve 
customer  service.  We  do  thousands  of  mystery  shops  and 
customer  evaluations  each  year,  and  based  on  that  feedback 
we  know  our  results  have  improved  over  the  past  12  months. 
Having  said  that,  there  is  much  work  to  be  done  to  improve 
in  this  most  important  arena. 

•  We  successfully  opened  six  new  department  stores  in  1997  - 
Bloomingdale’s  Aventura  in  Miami,  FL  and  Beverly  Center 
in  Beverly  Hills,  CA;  The  Bon  Marche  in  Spokane,  WA; 
Macys  in  San  Antonio,  TX;  and  Lazarus  in  Columbus  and 
Cincinnati,  OH.  We  also  opened  two  furniture  stores  - 
Lazarus  in  Pittsburgh,  PA  and  Burdines  in  Pembroke  Pines, 
FL.  We  are  proud  of  these  exciting  new  stages/  but  we  also 
take  the  decision  to  open  a  new  store  very  seriously.  We 
believe  America  is  significantly  over-stored,  so  we  evaluate 
every  new  store  opportunity  critically.  Many  of  the  new  stores 
opened  in  1997  produced  heavy  transfer  from  existing 
facilities  and,  in  part,  indicate  why  we  do  not  anticipate  a 
significant  number  of  new  stores  over  the  next  several  years. 

•  On  the  other  side  of  the  ledger,  strategically  closing  19  of 
our  lower-performing  stores  during  the  past  year  and 
exiting  less  profitable  lines  of  business,  such  as  electronics, 
contributed  to  our  improvement  in  return  on  gross  invest¬ 
ment,  which  grew  from  14 .6  percent  in  1996  to  15.7 
percent  in  1997. 

•  The  continued  operating  expense  reductions  across  the 
company  -  particularly  in  logistics  and  distribution  - 
contributed  to  a  substantial  23  percent  increase  in  diluted 
earnings  per  share  in  1997. 

•  Strong  cash  flow  from  operations  enabled  us  to  refinance 
debt  and  reduce  our  annual  net  interest  expense  by  15 
percent.  As  a  result,  our  ratio  of  debt  to  total  capitalization 
dropped  from  53  percent  at  year  end  1996  to  45  percent 
at  year  end  1997,  and  the  company  achieved  investment- 
grade  status. 


Return  on  Gross  Investment  (ROGI) 

($  iw  MlltiONS) 

1997  1996 

Earnings  before  income  taxes, 
depreciation,  amortization 
and  gross  rent* 

$  2,144 

5  1,971 

Total  average  gross  investment** 

513,694 

$13,467 

ROGI 

i 

15.7% 

14.6% 

*  Excludes  business  integration  and  consolidation  expenses  and  inventory 
valuation  adjustments. 

**  Gross  investment  is  defined  as  average  gross  fixed  assets  undepreciated 
from  initial  cost,  including  capitalization  of  operating  leases,  and  the 
average  balances  of  all  other  assets  and  liabilities  excluding  debt,  a 
monetized  note  receivable  and  income  taxes. 


•  We  continued  to  place  a  high  priority  on  the  development  of 
private  branch  and  private  labels.  In  this  process,  we  have  created 
a  strong  lifestyle  appeal  and  image  for  each  of  our  brands,  and 
improving  customer  response  to  the  quality  and  value  represented 
by  this  merchandise  is  a  key  priority  for  the  future. 

Where  we  can  improve 

Our  biggest  disappointment  in  the  year  was  a  weak  comp- 
store  sales  trend  in  the  fourth  quarter.  Up  just  1.4  percent 
over  the  prior  year,  dais  result  was  below  our  prior  trend  and 
our  expectations. 

Numerous  external  and  consumer-trend  issues  impacted 
fourth-quarter  sales  over  the  past  several  years  and  those  secular 
issues  must  be  taken  into  account  as  we  plan  the  future. 
Additionally,  however,  our  inventory  management  and 
merchandise  receipt  flow  practices  were  below  par  this  year, 
which  exacerbated  these  external  factors.  We  simply  were  not 
aggressive  enough,  and  as  a  result  we  missed  some  opportunities 
that  did  exist. 

We  believe  we  have  a  clear  understanding  of  the  challenges 
ahead,  both  externally  and  internally,  and  are  planning  more 
appropriately  for  1998.  As  a  result,  we  expea  to  see  an  improved 
performance  this  year. 

1 998:  SpoTliqk  on  SaIes  GrowtIi 

The  company's  number  one  priority  for  1998  is  to  increase  our 
comparable-store  sales-growth  trend.  While  we  operate  in  a  mature 
industry  and  a  highly  competitive  marketplace,  we  believe  we  can 
perform  more  consistently  and  improve  on  our  recent  results. 

In  addition  to  addressing  issues  of  inventory  management  and 
new  merchandise  receipt  flow,  we  will  be  putting  more  emphasis  in 
the  year  ahead  on  ensuring  the  success  of  private  brands,  building 
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on  both  brand  identities  and  customer  acceptance.  Additionally, 
we  will  be  looking  for  ways  to  improve  the  shopping  experience 
at  point  of  sale,  making  our  customers  feel  better  about  each  and 
every  transaction. 

Improving  our  marketing  strategies  to  effectively  communi¬ 
cate  with  our  customers  at  key  times  throughout  the  year  is 
another  priority  for  us  in  1998.  We  also  will  be  looking  for 
ways  to  maximize  the  potential  inherent  in  our  retail  name¬ 
plates,  with  the  planned  fall  introduction  of  our  new  Macys 
By  Mail  catalog  being  just  one  such  opportunity. 

Another  key  priority 
for  the  coming  year  is  in 
the  area  of  recruitment, 
training,  development 
and  retention  of  high- 
potential  employees, 
with  an  emphasis  on 
improving  individual 
performance  as  well  as 
career  opportunities  in 
the  company.  We  believe 
that  in  order  to  do  the 
best  job,  we  need  the 
best  people  -  and  the 
advanced  retail  training 
programs  developed  by 
Federated  will  ensure  we 
get  exactly  that. 

Finally,  underlying 
each  of  these  objectives 
is  our  goal  of  continuing 
to  improve  return  on  investment  and  earnings  per  share. 

We  have  made  solid  progress  in  each  of  these  areas  in 
recent  years,  and  in  1998  we  are  committed  to  sustaining 
this  momentum. 

AppUudiNCj  Our  Stars 

We  recognize  that  much  of  the  success  of  the  past  year  is 
attributable  to  the  real  stars  of  our  retail  production  -  the  men 
and  women  at  Federated  who  are  on  stage  each  day,  serving 
customers,  refining  systems,  developing  product,  buying 
merchandise,  designing  stores,  creating  excitement,  formulating 
strategies,  answering  phones,  managing  resources,  volunteering 
in  communities  and,  in  general,  running  the  business  in  a  way 
that  secures  maximum  return  for  our  shareholders. 


There  are  approximately  115,000  Federated  employees 
nationally,  and  we  are  proud  of  what  they  have  accomplished 
individually  and  -  even  more  importantly  -  by  working 
together  as  an  effective  team.  So  while  each  of  our  outstand¬ 
ing  performers  across  the  company  is  a  star  in  his  or  her  own 
right,  some  of  the  brightest  stars  in  Federated's  constellation 
merit  special  recognition.  They  are  the  newest  inductees  into 
our  prestigious  Star  Academy,  featured  on  page  10;  please 
take  a  look. 

A  CuRTAiN  CaU 

While  we  were  satisfied  with  1997  s  critical  reviews, 
we  recognize  that  every  time  a  new  year  begins  we  are 
called  upon  for  an  even  better  performance.  We  intend 
simultaneously  to  be  very  aggressive  about  the  execution 
of  our  existing  strategies,  as  well  as  to  continually  reinvent 
and  reinvigorate  the  base  department  store  business.  We 
will  continue  to  focus  on  strategies  for  growing  those  areas 
of  the  business  that  offer  the  highest  potential  return  on 
investment.  Yet  we  have  not  been  timid  about  exploring 
new  horizons,  such  as  testing  the  waters  surrounding  on-line 
selling  via  the  Internet,  an  expanded  and  improved  national 
gift:  registry  and  our  decision  to  launch  later  this  year  a  new 
Macy’s  By  Mail  catalog. 

We  think  this  is  a  prudent  approach  to  running  a  retail 
business  of  the  size  and  scope  of  Federated,  because  we 
know  that  the  one  constant  in  retail  is  change.  Nothing 
stays  the  same  forever,  so  we  are  committed  to  preparing 
and  positioning  the  company  to  take  maximum  advantage 
of  whatever  opportunities  develop  in  1998  and  beyond. 


Sincerely, 


April  16,  1998 


Net  SaIes 


($  in  billioNs)  jlg2  $15.7 


1993  1994  1995  1996  1997 

*  Excludes  net  sales  of  $1 .0  billion  for 
Broadway  stores. 
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In  tIhE  depARTMENT  STORE  busiNESs, 
every  dAy  is  "opENiNq  Niqkr."  PeaI< 
pERfoRMANCE  REQUIRES  A  bold  SCRipT, 

A  dyNAMiC  STAqE  SET  whb  CARE  ANd  A 
cast  polished  by  houRS  of  TRAiNiNq 
ANd  REhEARSAl.  At  FEdERATEd,  WE'RE 
focusEd  on  hAviwq  The  VERy  bEST 
STORE  loCATIONS;  CREATIVE,  UNIQUE  ANd 
MOST-AVANTEd  MERcflANdisE;  ANd  CRISp 
EXECUTION  Of  A  SOUNd  STRATEqy. 

WIten  The  cuRTAiN  qoEs  up  iN  a 
FEdERATEd  STORE,  it's  TilVIE  foR  ACliON.. 
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Good  Stores  Are  Good  BusIiness 

Maintaining  the  best  and  most  productive  store  environments  is  a  never-ending 
process  of  experimentation  and  refinement. 

Continuing  a  program  of  store  upgrades  begun  early  in  the  1990s,  Federated  is  investing  signifi¬ 
cant  capital  in  creating  and  re-creating  customer-friendly  environments  that  support  and  enhance 
presentation  of  the  merchandise  we  sell. 

federated s  newest  stores  and  remodeled  locations  are  designed  to  be  open,  bright 
and  inviting.  Customer  sight  lines  span  across  departments  so  that  the  broadest  array  of 
merchandise  can  be  seen  at  a  single  glance.  In  departments  where  customers  have  told  us 
they  prefer  to  serve  themselves,  we’ve  installed  new  assisted-, sell  displays.  Large,  centralized 
customer  service  stations  arc  being  placed  in  high-traffic  departments  to  help  speed 
transactions  and  make  selling  associates  more  visible  to  customers. 

Developing  exciting  vendor  shops,  particularly  for  Federated’s  own  brands  of  merchandise,  is 
an  ongoing  strategy  to  build  brand  image  and  enhance  presentation  of  goods  customers  most 
want  and  expect  to  find  in  a  fine  department  store.  More  than  680  new  vendor  shops  were 
built  in  Federated  stores  in  1997. 

Capital  expenditures  arc  being  focused  on  the  most  productive  projects  —  those  with 
the  highest  return  on  investment.  Capital  expenditures,  including  spending  on  new  and 
remodeled  stores,  totaled  nearly  $700  million  in  1997,  with  a  three-year  capital  plan  to 

spend  an  additional  $2.3  billion  in  the  1998-2000  period. 

"Fttll  RAltd's  N  EWES  I  STORKS  ARK  S,AI tVobtbt^AR.  ilX  iht  WAV  ihty  ARE  dcsfejNEd,  tht  WAV  iky  look,  thf  AMOUNT  of 
SpACK  CjiVEN  TO  EAcb  dtpARIMUMI,  ANtl  ihb  CONVENIENCE  of  dispUyS.  Bu.  wbAT  ktEPS  CUSTOMERS  COMiNq  l>Ack  is 
ihF  MERchANdisE  TltEy  will  find.  A  customer  can  find  TbiNqs  Nerf  sIhe  won't  see  ANy  otIter  pIace,  ANd  that's 
iMpoRiAN!  whEN  iItere  are  so  manY  sioRts  to  choosE  From."  DenKe  HarPer,  Store  MANAqER,  MAcy's  West 


REAWAkENEd  ExciTEMENT  il\|  FAskiON 

Newness  in  fashion  is  the  engine  that  drives  the  department 
stoic  business,  and  maintaining  a  steady  stream  of  exciting  trend 
merchandise  is  a  continuing  challenge.  'Ib  meet  this  challenge,  the 
company  has  continued  to  upgrade  the  resources  and  capabilities  of 
its  New  York-based  Federated  Merchandising  Croup  (FMG),  the 
division  primarily  responsible  for  identifying  fashion  opportunities  in 
markets  worldwide. 

Merchants  at  the  divisional  level  are  focusing  their  energies  on 
tailoring  assortments  for  each  individual  store  so  merchandise  is 
aligned  with  customers  in  each  trading  area,  and  differentiated  from 
the  offerings  of  competitors. 

As  systems  arc  refined  and  new  technology  employed  in  the  data 
collection,  logistics  and  distribution  process,  federated s  stores  arc  better 
able  to  replenish  fast-selling  merchandise  quickly.  This  gives  us  the  ability 
to  maximize  sales  at  the  point  that  consumer  interest  is  at  its  peak. 
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CATAloqs,  Internet  Build  On  Store  Strenc}t1-ss 

With  an  eye  toward  building  sales  for  the  future;  Federated  is  further  developing  its 
expertise  in  retail  vehicles  that  leverage  the  company’s  well-recognized  store  nameplates. 

In  fall  1998,  Federated's  second  major  mail  order  catalog  operation  -  Macys  By  Mail 
-  will  be  appear ai  1  boxes .  Macys  By  Mail  will  be  operated  separately 
from  Macys  stoj^lbm  Wirfv  merch  an  dising  and  marketing  directed  by  the  Macys  East 
division.  Bloomingdales  By  Mail,  a  successlul  catalog  established  by  Federated  in  1989, 
will  support  merchandise-fulfillment  functions  for  Macys  By  Mail. 

In  addition,  both cy s  have  found  initial  success  in  selling  an 
edited  selection  to  customers  who,  more  often  than  not, 


are  sitting  hundreds  or  thousands  of  miles  from  the  nearest  store.  Although  current 
Internet  sales  volume  is  modest,  Federated  believes  it  is  creating  a  long-term  advantage 
by  preparing  early  fdr  increased  levels  of  electronic  commerce  expected  in  the  future. 


Build'iNq  VencIor  Partnerships 

Recognizing  that  350  core  vendors  account  for  approximately  75  percent  of  all 
merchandise  we  sell,  Federated  is  striving  to  build  close  partnerships  with  its  leading 
vendor  resources.  In  part,  this  means  breaking  down  traditional  barriers  that  inhibit  us 
from  objectively  evaluating  and  acting  upon  each  others  best  ideas. 


Since  the  early  3  990s, 
Federated  has  worked  to 
strengthen  its  technology 
links  with  vendors  - 
transmitting  and  receiving 
data  electronically  and 
improving  rhe  flow  and 
replenishment  of  inventories 
using  common  systems. 

In  3  997,  the  company 
began  taking  this  alliance  to 
the  next  level,  exchanging 
strategic  plans  with  key 
vendors  so  that  both  we 
and  they  can  improve  plan¬ 
ning  and  implementation  of 
key  merchandise  programs. 
In  some  cases,  Federateds 
merchandising  managers 
and  representati  ves  of  our 
^bre -vendors  were  given 
responsibility  for  a  shared 
business  objective  -  an 
effective  means  of  encourag¬ 
ing  greater  cooperation 
and  teamwork. 
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In  1 998,  a  totaI 
of  95  FedeRATEd 

||||jEpARr(VIENT  STORES  AR£ 

sciiEdulEd  to  bsqi\  or  , 

COMplETE^ ‘MAJOR 
REMOdeliNQ  pROjECf# 

is- 

For  fbe  fiRSTifiiviE  since 
1  988,  FedERATEd's 
debr  was  RATEd  by 

MAJOR  AqENCiES  AS 

Investment  qRAdE 
iN  1997. 

liNiNq  tIte 


^KXINf  or  SpT  ARt 

^im^^REQuiREd  foR 
MERchANdisE  iN  ITS 
disTRibuTioN  centers. 


FEdERATEd's  OWN 
l-N'C  ANd  CHARTER 
Club  bRANds  ARE 
AMONq  tUe  fAsbiON 
iNdusTRy's  lEAdiNq 
bRANd  NAMES  fN 
CONSUMER  RECOqNiTiON,  J 
IccoRdiNq  to  pub- 

IfStjslTEd  NATiONAl  STudiES. 
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STRiviNq  to  MaI<e  Us  DiffERENT  —  ancI  Better 

Distinguishing  Federated's  merchandise  assortment  from  that  found  in 
competing  department  stores  and  other  retail  formats  is  a  high-priority  goal. 
Often,  it  involves  working  with  suppliers  to  source  or  develop  unique  lines 
and  products  that  customers  wont  find  elsewhere. 

Federateds  strong  array  of  private  brands  plays  a  leading  role  in  this  process. 
Each  of  the  company's  seven  primary  private  brand  collections  -  Charter 
Club/Oub  Room,  FN'C,  Alfani,  Badge,  vStyle  &  Co,,  Tools  of  the  Trade  and 
Arnold  Palmer  -  is  designed  to  appeal  most  strongly  to  a  certain  type  of  cus¬ 
tomer  and  lifestyle.  These  brands  -  designed,  produced  and  marketed  by  the 
Federated  Merchandising  Group  (FMG)  -  continue  to  grow  in  popularity  and 
customer  appeal  as  they  become  established  in  the  marketplace.  This  fall,  for 
example,  Federated  will  be  rolling  out  a  line  of  European-styled  Alfani  womens 
wear  to  complement  the  successful  assortment  of  men’s  apparel  under  the  same 
brand  name. 

Uniqueness  also  extends  to  branded  merchandise,  which  commutes  more  than 
80  percent  of  what  we  sell  in  our  department  stores.  Each  of  the  company's  core 
vendors  is  continually  challenged  by  our  merchants  to  search  for  lines,  items  or 
brand  extensions  exclusive  to  Federated.  In  some  cases,  our  stores  are  being 
offered  as  incubators  for  experimental  fashions  being  explored  by  major  labels. 

In  other  cases,  the  company  looks  for  opportunities  to  commit  to  the  volume  necessary  to  buy  a 
vendors  entire  merchandise  run  of  a  specific  item  -  providing  our  stores  with  product  IWSSHi 
exclusivity  in  this  way. 


Hom  e  Stor  es  $  et  U  s  A  part 

An  extensive  assortment  of  home  merchan¬ 
dise  has  become  a  distinctive  component  of 
Federated's  offering  to  the  customer. 

In  1997,  increased  sales  in  the  home  store 
outpaced  sales  overall.  Success  has  come  from 
focusing  on  china,  crystal,  towels,  comforters, 
furniture,  bedding,  luggage,  upscale  specialty  appliances 
and  other  merchandise  that  customers  associate  first  with 
fine  department  stores.  Additional  space  is  being  allocated 
to  these  areas,  even  as  Federated  stores  phase  out  of  less- 
profitable  lines,  such  as  electronics.  Customers  also  have 
responded  positively  to  exciting  new  private  brand 
assortments,  such  as  upscale  Charter  Club  textiles  and 
Tools  of  the  Trade  cookware,  offered  at  prices  considered 
unbeatable  for  quality  and  value. 


8 


B 


nlliant. . .  bodacious. . . 


iARkETiwq  Builds  A  DyNAMic  S MAqE 


Decades  of  investment  in  aggressive  marketing  of  merchandise,  as  well  as  of 
our  stores  themselves,  have  built  a  powerful  fashion  image  for  Federateds  divisions. 
As  retail  formats  proliferate,  Federateds  divisions  are  carving  strategically  defined 
identities  in  their  market  areas,  appealing  to  customers  in  traditional  and  n on- 
traditional  ways  and  finding  new  opportunities  to  provide  value  in  the  process. 


Federated  is  redoubling  its  commitment  to  providing  value  to  the  customer 
while  maintaining  margins  necessary  to  maintain  profitability.  In  other  areas, 
Federated  divisions  are  distinguishing  themselves 
through  involvement  in  worthwhile  initiatives  to  '• 

benefit  those  communities  where  our  customers  .  -  cT  " 

and  associates  live  and  work.  One  case  in  point  ^  • ;:,  ||| 

is  the  partnership  formed  last  year  with  local  .  ^  % 

health  care  organizations  in  Atlanta  and 
Cincinnati,  bringing  in-store  mammography 

screening  centers  to  customers  at  Rich’s  Perimeter  .  /$V 

Mall  and  Lazarus’  new  downtown  Cincinnati  ^ 

store,  with  a  third  planned  to  open  this  spring  at  ? 

The  Bon  Marche  in  Seattle. 


Reflecting  ever-changing  demographics, 
Federated  divisions  are  expert  at  reaching  out  to 
their  diverse  marketplaces  through  minority 
media  advertising,  ethnic  fashion  marketing  and 
in-store  presentations. 


"BuudiNES  is  'FloRidA'S  STORE,'  a  UNiQUI  shoppiNQ  EXpERitNCE  foR  CUSTOMERS  who  livf 
jN  ANd  visiT  OUR  S1A1E.  We  CAREfully  ANd  SIRATEqiCAlly  RETNfoRCE  ThAT  iMAqE  TO  A  RANqE 
of  customer  qROups,  usiNq  MEdiA  of  aII  kiiMds  From  M1V  ANd  ihf  Internet  to  IocaI 
NEWSPAPERS,  ANd  lfcfcvisiON  TO  SpANish-lANqUAqE  AdvERTisiNq.  Plus,  WE  ARE  VERy  ACTiVE 
as  qood  ciiizENs  !n  our  communoIes.  At  BuRdiNEs,  we  never  stop  woRkiNq  hARd  to 
1  br  EVERyONE's  fAVORilE  plACE  TO  shop."  CAREy  WATSON,  SVP/MARkEliNq,  BuRdlNES 


FAMily  ol  CarcJs  LAUNchEd 


Federated  launched  a  new  “Family  of  Cards”  credit  program  in  1997,  and  already  it  is  considered 
to  be  among  the  retail  industry's  most  effective  customer  loyalty  programs. 

In  a  six-week  period  last  fall,  approximately  12  million  proprietary  credit  cards  were  produced 
and  mailed  to  customers  of  The  Bon  Marche,  Burdines,  Goldsmith’s,  Lazarus,  Macy's  and  Rich's. 
Similar  programs  at  Stern's  and  Bloomingdale’s  begin  this  year. 

Through  the  Family  of  Cards,  frequent  buyers  earn  rewards  every  time  they  use  one  of  Federated’s 
credit  cards.  Rewards  range  from  complimentary  gift  wrap  and  free  basic  alterations  to  free 
shipping  coupons  and  private  discount  shopping  nights.  The  company's  most  loyal  'frequent  buyer’ 
customers  also  are  offered  a  co-branded  VISA  card,  on  which  they  can  earn  additional  Federated 
merchandise  certificates. 
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•  FEdERATEd  sells  MORE 
fuRN'lTURE  ThAN  ANy % 


NAtiONAlly,  ACCORd 
to  published  TiscJysffTy 
RANkiNqs.  ( 


AciiVE  pROpRiETARy 
CREdir  CARd  accounts  rtf 


AT  FEdERATEd  STORES  |f 


EXCEEd  25  MilliON. 


^ThM^fuiviAN  -Riqhis 
IaWS.  VENdORS  who 
^  violATE  tItese  policiES 
j  fACE  possible  termIna^ 

*  TiON  of  RElATiONshipS 
wirh  FedeRATEd. 


In  A  CONSTANT  QUEST 
NEW  MERChANdiSE, 
FEdERATEd  buyERS  ANd 


llVIERchANTS  OPERATE  IN  AT 
IkAST  1  5  COUNTRiES  ANd 


jb  diffeRENT  riME  ZONES 
AfeoUNd  ThE  WORld. 


W  ft. 


customcu. .  .convenience. .  .concepts 


Customer  Service  A  Hiqh  PRioRiiy 

*1  hrough  words  and  actions,  customers  constantly 
remind  us  that  they  want  service  in  department  stores 
that  is  friendly,  quick  and  efficient.  Our  goal  is  to 
continue  to  formulate  and  implement  service  strategies 
that  meet  those  expectations,  even  when  such  expecta¬ 
tions  occasionally  are  difficult  to  define. 

Greet...  Sell...  Close  and  Satisfy...  These  are  key 
words  in  the  customer  sendee  philosophy  at  federated 
stores.  Our  associates  are  working  to  ensure  all  customers 
feel  they  have  been  treated  well,  and  are  encouraged  to 
come  back. 

To  stimulate  best  practices  in  service,  federated 
three  years  ago  formed  its  Star  Academy  to  recognize 
leading  sales  associates  and  sales  manager  performers. 
Each  year,  our  department  store  divisions  select  a  top 
sales  associate  and  sales  manager  for  induction  into 
Federated  s  prestigious  Star  Academy.  We  congratulate 
our  outstanding  performers  for  1997,  who  are  pictured 
at  right. 


Seven  sales  associates  and  seven  sales  managers  -  two  from  each  department  store  division  -  have  been  selecr 
tor  induction  in  Federated’s  Star  Academy  as  the  company's  best  performers  in  sales  and  sen/ice  in  1991. 
Seated  tront  row.  left  to  right:  David  Moflai,  Stern's  Rushing,  NY;  Scott  landers,  Burdines  Dadeland, 

Miami  FI;  Beverly  Nixon,  Blooming  dale's  Short  Hills,  NJ;  Rosemary  Minor,  Burdines  Westshore,  Clearwater, 
Mike  Streegan,  Maoy's  Union  Square.  San  Francisco,  CA;  Ann  Mills,  Macy's  Sunrise,  Citrus  Heights,  CA, 

Back  row,  lett  to  right:  Brenda  Harris,  Rich's  North  Point,  Atlanta,  GA:  Jim  Collins,  Bloomingdale's  White  Flint, 
Kensington,  MD;  Patricia  latshaw,  Stern's  Monmouth,  NJ;  Bonnie  Skramstad,  The  Bon  Marche  Columbia  Center, 
Kennewick,  WA;  Rodolfo  Rigual,  Macy's  Short  Hills,  NJ;  Eva  Sarfati,The  Bon  Marche,  Bellevue,  WA; 

Sheikh  Mohammad,  Macy’s  Tyson's  Galleria,  McLean,  VA;  and  Violet  Wartord,  Goldsmith's  Oak  Court,  Memphis,  1 


STRONq  NamepIates  Yi e id  OppoRTUMiiies 

Celebrating  -  and  capitalizing  on  -  strong  store  nameplates  provides  unique  opportunities  for  Federated.  In 
geographic  regions  where  our  stores  operate,  as  well  as  nationally  and  internationally,  we  are  leveraging  customer 

I  recogoixion  and  Tr^^^  for  expansion. 


Bloomingdale’s  entry  into  California  markets  in  1996  and  1997  is  a  prime 
example.  The  anticipation  and  excitement  surrounding  the  opening  of 
Bloomingdale's  five  California  stores  stemmed  from  its  worldwide  reputation 
for  fashion,  panache  and  innovation  -  all  highly  desired  by  fashion-conscious 
customers  in  the  nations  most  populous  state. 

Macy's  is  our  other  nationally  and  internationally  recognized  nameplate, 
and  Macy's  famous  Herald  Square  store  is  listed  as  one  of  New  York  City's 
top  five  ‘must  see'  tourist  destinations. 

Cashing  in  on  this  potent  nameplate  recognition,  both  Macy's  and  Bloomingdale’s 
are  reaching  out  to  serve  customers  worldwide  through  Internet  selling,  and  in 
1998,  Macy's  By  Mail  catalogs  will  join  Bloomingdalcs  By  Mail  in  the  mailboxes  of 
carefully  targeted  consumers  nationwide,  as  well  as  in  selected  international  markets. 


"WhtN  we  opENEd  BlooMiNqdAlf/s  stores  foR  ihE  Rrst  time  In  boffi  nortItern  ANd  SOUlhtRN  CAlifORNIA,  WE  dldN'T  hAVE  to 
EXpUiN  who  WE  WERE.  PEOplE  EVERywliERE  kNOW  BloOMiES  —  ItV  AN  ICON  of  ModERN  AMERiCA.  As  A  RESuIt,  CUSTOMERS  kNOW 
ThAT  BloOMiNqdAlE's  is  whERE  xhEy  should  come  Hrst  whEN  lookiNq  fon  unique  MERchANdise  ANd  UshioN  TRENds.  Just  bciNq 
who  WE  ARE  qiVES  US  A  kq-up  ON  ThE  COMPETITION, "  MichAEL  LiNdbUd,  REqiONAl  VP/CAlifORNlAy  BloOMlNqdAlE's 


sistency . .  .community. . . 


CoMMUNiTy  InvoIvement  Sets  RecorcJ 

Leaders  in  every  community  where  Federated  operates  know  they  can  count  on  us  for 
support  when  there  are  community  needs  to  be  addressed.  Federated  increased  its  charitable 
giving  from  the  Federated  Foundation  and  other  sources  to  more  than  $ ]  ]  .8  million  in  1997. 
Additionally  Federated  increased  its  level  of  employee  voluntecrism  through  the  company5 s 
nationally  recognized  Partners  In  lime  program,  with  more  than  48,000  employees  volunteer¬ 
ing  a  record  ]  04,000  hours  to  community  projects  in  1997. 

In  April  1997 >  Federated  was  chosen  ro  participate  in  the  Presidents*  Summit  on 
Volunteerism  chaired  by  General  Colin  Powell.  Federated  s  commitment  toward  the  goals  of 
the  summit  is  a  unique  grants-for-schoqls  initiative  called  ‘Earning  for  Learning,*  through 
which  Federated  employees  and  eligible  family  members  can  earn  giants  for  local  schools. 


RECRUiTiNq  ANcJ  TRAiNiNq  En^ANCFc! 

The  key  to  maintaining  the  momentum  of  any  organization  is  recruiting,  training  and  retaining  the  best  and 
brightest  employees.  To  ensure  that  Federated  keeps  its  momentum,  the  company  is  strengthening  its  relation¬ 
ships  with  leading  colleges  and  universities  in  an  effort  to  recruit  highly  talented  individuals  in  areas  ranging  from 
finance,  operations  and  technology  to  merchandising,  sales  and  marketing. 

Training  and  selling  standards  are  rising  across  the  company,  along  with  an  emphasis  on  training  programs  that 
ensure  that  all  employees  get  the  tools  and  career  enrichment  they  need.  Sales  associates,  for  example,  are  being 
trained  using  new  interactive  computer  modules  that  allow  individuals  to  learn  at  their  own  speed  while  being 
educated  to  the  same  high  level  of  knowledge  and  skill. 


Store  PEsiqNs  Capture  VisyAj  Conc e pT s 

Federa  tecTs  n  ewes  t  department  s  to  res  a  re  des  igned  for  success  in  im  piemen  ting  new 
strategies  in  merchandising  and  selling  service.  Departments  are  being  sized  to  provide  the 
space  necessary  to  accommodate  the  full  range  of  merchandise  assortments  expected  by  our 
customers  in  key  categories.  '  .. \  ^  ' V-  '•  :'v  •  '  '• 

Departmental  adjacencies  also  •• 

are  being  planned  to  facilitate  'v  :  ’•  ■*.  “  *  ‘  • L  *  • 

cross-selling,  as  sales  associates  r 
help  customers  assemble  a 
complete  look5  for  themselves. 

As  part  of  tliis  service-enhance¬ 
ment  process,  new  and  remod¬ 
eled  Federated  stores  include 
prominent  centralized  customer 
service  stations  where  sales 
transactions  are  quickly 
processed.  These  stations  are 
located  in  the  highest-traffic 
areas  of  die  st  ore,  where  they 
can  be  easily  spotted,  with  sales 
associates  readily  accessible.  j 
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*  More  tFian  10,500 
I  ErdERAted  associates, 
P<'4iave  bEEN  with  "§! 
rhe  company  Tor  r^-0 

I  5  YEARS  OR  MORE,  ip 

prcovidtNq  The  i‘},f 
fouNdAiioN  foR;A 
STRONq  ANd  STAbk 
EMployEE  bASE. 


•  More  tItan  66 
PERCENT  of  Alt 
MANAqEMENT^EVEl 
EMptoyEES  ACROSS 
FEdERATid^RE  WOMEN 

i^Sflld  18  pe^fNI  ARE  /| 

s  IPNORhieS  M$eII 
AbovE  iividustSY  ANd 
NATIONAl  AVERftqES 
fOR  bOTb  q(t|?ups. 

•  FfidlRATEd  divisioNS 
OpENEd  six  NEW 
dEpARTMENT  STORES 

IN  !  997,  ANd  tlAVE 
T^REE  ON  TtlE  dlTAWiNq 

boARd  foR  1 998. . 
Concurrent^,  1  9  ’  * 

lESS  pRoduCTiVE  STORE  ^  ‘  j 
locAiioNS  were  closrd  ^ 

AS  PART  of  A  STRATEqy  * 

Wko  ENSURE  MAXIMUM 

"im 


ii 


BOARd  of  DIRECTORS 


DivisioN  Manaqemen' 


Standing,  left  to  right:  Sara  Levinson.  Joseph  Neubauer,  George  V.  Grune,  Earl  G.  Graves,  Sr.  and  Joseph  A.  Pichler. 

Seated,  left  to  right:  James  M.  Zimmerman,  Terry  J.  Lundgren,  Karl  M.  von  der  Heyden,  Ronald  W.  Tysoe,  Marna  C.  Whittington, 

Craig  E.  Weatherup  and  Meyer  Feldberg. 

Meyer  Feldberg 

Terry  J.  Lundgren 

Craig  E.  Weatherup 

Dean,  Columbia  Business  School 

President  &  Chief  Merchandising  Dfficer 

Chairman  &  Chief  Executive  Officer 

Columbia  University 

Federated  Department  Stores,  Inc. 

Pepsi-Cola  Company 

Earl  G.  Graves,  Sr. 

Joseph  Neubauer 

Marna  C.  Whittington 

Chairman  &  Chief  Executive  Officer 

Chairman  &  Chief  Executive  Dfficer 

Chief  Operating  Dfficer 

Earl  G.  Graves,  Ltd. 

ARAMARK  Corporation 

Morgan  Stanley  Asset  Management 

George  V.  Grune 

Jcseph  A.  Pichler 

James  M.  Zimmerman 

Chairman  &  Chief  Executive  Officer 

Chairman  &  Chief  Executive  Dfficer 

Chairman  &  Chief  Executive  Dfficer 

Reader’s  Digest  Association,  Inc. 

The  Kroger  Co, 

Federated  Department  Stores.  Inc. 

Chairman 

DeWitt  Wallace  &  Lila  Wallace-Reader’s 
Digest  Fund 

Ronald  W.  Tysoe 

Vice  Chairman,  Finance  and  Real  Estate 
Federated  Department  Stores,  Inc. 

Sara  Levinson 

President 

NFL  Properties,  Inc. 

Karl  M.  von  der  Heyden 

Vice  Chairman  &  Chief  Financial  Dfficer 
PepsiCo,  Inc. 

Corporate  Management 

Executive  Officer 

Karen  M.  Hoguet 

Carol  A.  Sanger 

James  M.  Zimmerman 

Chairman  &  Chief  Executive  Dfficer 

Chief  Financial  Dfficer 

Planning  and  Treasurer 

Corporate  Communications  and 

External  Affairs 

Terry  J.  Lundgren 

President  &  Chief  Merchandising  Officer 

Rudolph  V.  Javosky 

Design  &  Construction 

Robert  C.  Seppelt 

Tax 

Ronald  W.  Tysoe 

Vice  Chairman,  Finance  and  Real  Estate 

Vice  PResicle.NTs 

Joel  A.  Belsky 

Controller 

John  R.  Sims 

Deputy  General  Counsel 

Thomas  G.  Cody 

Executive  Vice  Presideni 

Joseph  F.  Vella 

Employee  Relations 

Legal  &  Human  Resources 

David  W.  Clark 

Executive  and  Organizational  Development, 

SenIok  Vice  PiusidENTs 

Oiverslty/Tralning/ Compensation 

Dennis  J.  Broderick 

General  Counsel  &  Secretary 

Gary  J.  Nay 

Real  Estate 

DEPARTMENT  STORES 

Bloomingdale’s 

Michael  Gould,  Chairman 
Jeffrey  Sherman,  President 

The  Bon  Marche 

Daniel  H,  Edelman*  Chairman 
Timothy  M.  Adams,  President 

Burdmes 

Susan  Kronick,  Chairman 
Michael  J.  Osborn,  President 
J.  David  Scheiner,  Vice  Chairman  & 
Director  of  Stores 

Macy’s  East 

Harold  D.  Kahn,  Chairman 
James  E.  Gray,  President 
Ronald  Klein,  Vice  Chairman  & 

Director  of  Stores 

Macy’s  West 

Michael  Steinberg,  Chairman 
Jeremiah  J.  Sullivan,  President 
Rudolph  J.  Borneo,  Vice  Chairman  & 
Director  of  Stores 

Rich’s/Lazarus/Goldsmith’s 
Russell  Stravitz,  Chairman 
Arnold  Oriick,  President 

Stern’s 

Matthew  0.  Serra,  Chairman 
James  N.  Andress,  President 


SUPPORT  OPERATIONS 

Federated  Merchandising  Group 
Janet  E.  Grove,  Chairman 
Leonard  Marcus,  President 

Financial  and  Credit  Services 

James  J.  Amann,  Chairman 

Federated  Logistics  &  Operations 

Tom  Cole,  Chairman 

Federated  Systems  Group 

James  J.  Amann,  Chairman 
Larry  A.  Lewark,  President 


SPECIALTY  STORES 

AeropostalelCharter  Club 

Julian  R.  Geiger,  Presideni 


catalogs 

Bloomingdale’s  By  Mail 

Philip  Blanco,  President 

Macy’s  By  Mail 

Ronald  L.  Ramseyer,  President 
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SECURITIES  AND  EXCHANGE  COMMISSION 

WASHINGTON,  D.C.  20549 

FORM  10-K 


Annual  Report  Pursuant  to  Section  13 
of  the  Securities  Exchange  Act  of  1934 

For  the  Fiscal  Year  Ended  Commission  File  Number 

January  31,  1998  1-13536 

Federated  Department  Stores,  Inc. 

151  West  34th  Street 
New  York,  New  York  10001 
(212)  494-1602 
and 

7  West  Seventh  Street 
Cincinnati,  Ohio  45202 
(513)  579*7000 

Incorporated  in  Delaware  ' _ I*R*S*  No*  13-3324058 

Securities  Registered  Pursuant  to  Section  12(b)  of  the  Act: 

Name  of  Each  Exchange 

Title  of  Each  Class  on  Which  Registered 


Common  Stock,  par  value  $.01  per  share 

Rights  to  Purchase  Series  A  Junior  Participating  Preferred  Stock 

Series  C  Warrants 

Series  D  Warrants 

10%  Senior  Notes  due  2001 

8.125%  Senior  Notes  due  2002 

5%  Convertible  Notes  due  2003 

8.5%  Senior  Notes  due  2003 

7.45%  Senior  Debentures  due  2017 

6.79%  Senior  Debentures  due  2027 

7%  Senior  Debentures  due  2028  ____ _ 


New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 
New  York  Stock  Exchange 


Securities  Registered  Pursuant  to  Section  12(g)  of  the  Act: 


None 


The  Company  has  filed  all  reports  required  to  be  filed  by  Section  12,  13,  or  15(d)  of  the  Act  during  the 
preceding  12  months  and  has  been  subject  to  such  filing  requirements  for  the  past  90  days. 

There  were  210,605,161  shares  of  the  Company’s  Common  Stock  outstanding  as  of  April  3,  1998,  excluding 
shares  held  in  the  treasury  of  the  Company  or  by  subsidiaries  of  the  Company.  The  aggregate  market  value  of  the 
shares  of  such  Common  Stock,  excluding  shares  held  in  the  treasury  of  the  Company  or  by  subsidiaries  of  the 
Company,  based  upon  the  last  sale  price  as  reported  on  the  New  York  Stock  Exchange  Composite  Tape  on 
April  3,  1998,  was  approximately  $10,938,300,000. 

Documents  Incorporated  by  Reference 

Portions  of  the  definitive  proxy  statement  (the  “Proxy  Statement”)  relating  to  the  Company’s  Annual 
Meeting  of  Stockholders  to  be  held  on  May  15,  1998  (the  “Annual  Meeting”),  are  incorporated  by  reference  in 
Part  III  hereof. 


Unless  the  context  otherwise  requires ,  (i)  references  herein  to  the  “Company”  are,  for  all  periods  prior  to 
December  19,1994  (the  “Merger  Date”),  references  to  Federated  Department  Stores,  Inc.  (“Federated”)  and  its 
subsidiaries  and  their  respective  predecessors ,*  and,  for  all  periods  following  the  merger  (the  “Merger”)  of 
Federated  and  R.H.  Macy  &  Co.,  Inc .  (“Macy's”)  on  the  Merger  Date ,  references  to  the  surviving  corporation  in 
the  Merger  and  its  subsidiaries,  and  (ii)  references  to  “1997,”  “1996,”  “1995,”  “1994”  and  “1993”  are 
references  to  the  Company's  fiscal  years  ended  January  31,  1998,  February  1,  1997,  February  3,  1996, 
January  28,  1995  and  January  29,  1994 ,  respectively .  :  , 


This  report  arid  other  reports ,  statements  and  information  previously  or  subsequently  filed  by  the  Company 
with  the  Securities  and  Exchange  Commission  (the  “SEC”)  contain  or  may  contain  forward-looking  statements . 
Such  statements  are  based  upon  the  beliefs  and  assumptions  of  and  on  information  available  to,  the  management 
of  the  Company  at  the  time  such  statements  are  made .  The  following  are  or  may  constitute  forward  looking 
statements  within  the  meaning  of  the  Private  Securities  Litigation  Refo  rm  Act  of 1995:  (i)  statements  preceded  by, 
followed  by  or  that  include  the  words  “may,”  “will,”  “could,”  “should,”  “believe,”  “ expect  “future,” 
potential ,  anticipate,  intend,  plan,”  “estimate”  or  “continue”  or  the  negative  or  other  variations 

thereof  and  (ii)  statements  regarding  matters  that  are  not  historical  facts.  Such  forward-looking  statements  are 
subject  to  various  risks  and  uncertainties,  including  (i)  risks  and  uncertainties  relating  to  the  possible  invalidity 
of  the  underlying  beliefs  and  assumptions,  (ii)  possible  changes  or  developments  in  social,  economic ;  business, 
industry,  market,  legal  and  regulatory  circumstances  and  conditions,  and  (Hi)  actions  taken  or  omitted  to  be  taken 
by  third  parties,  including  customers,  suppliers,  business  partners,  competitors  and  legislative,  regulatory, 
judicial  and  other  governmental  authorities  and  officials.  In  addition  to  any  risks  and  uncertainties  specifically 
identified  in  the  text  surrounding  such  forward-looking  statements,  the  statements  in  the  immediately  preceding 
sentence  and  the  statements  under  captions  such  as  “Risk  Factors”  and  “Special  Considerations”  in  reports, 
statements  and  information  filed  by  the  Company  with  the  SEC  from  time  to  time  constitute  cautionary  statements 
identifying  important  factors  that  could  cause  actual  amounts,  results,  events  and  circumstances  to  differ 
materially  from  those  reflected  in  such  forward-looking  statements. 


Item  1.  Business. 

General  The  Company  is  one  of  the  leading  operators  of  full-line  department  stores  in  the  United  States, 
with  400  department  stores  in  33  states  as  of  January  31,  1998.  The  Company’s  department  stores  sell  a  wide 
range  of  merchandise,  including  men’s,  women’s  and  children’s  appareland  accessories,  cosmetics,  home 
furnishings  and  other  consumer  goods,  and  are  diversified  by  size  of  store,  merchandising  character  and  character 
of  community  served.  The  Company’s  department  stores  are  located  at  urban  or  suburban  sites,  principally  in 
densely  populated  areas  across  the  United  States.  The  Company  also  operates  162  specialty  stores  under  the 
names  “Aeropostale”  and  “Charter  Club,”  and  a  mail  order  catalog  business  under  the  name  “Bloomingdale’s 
By  Mail.”  The  Company  recently  announced  plans  to  commence  the  operation  of  a  mail  order  catalog  business 
under  the  name  “Macy’s  By  Mail.”  In  general,  the  Company  conducts  its  business  through  subsidiaries. 

The  Company  provides  electronic  data  processing  and  other  support  functions  to  its  retail  operating  divisions 
on  an  integrated,  Company-wide  basis.  In  addition,  the  Company’s  financial  and  credit  services  subsidiary,  FACS 
Group,  Inc.  (“FACS”),  which  is  based  near  Cincinnati,  Ohio,  provides  proprietary  credit  services,  including 
credit  authorizations,  new  account  development,  processing,  customer  service  and  collection  services  in  respect 
of  proprietary  credit  card  accounts,  including  “Macy’s”  credit  card  accounts,  owned  by  the  Company  through  its 
national  bank.  GE  Capital  Consumer  Card  Co.  (“GE  Bank”),  which  purchased  all  of  the  “Macy’s”  credit  card 
accounts  owned  by  Macy’s  prior  to  the  Merger  (and  with  which  the  Company  has  an  agreement  regarding  the 
allocation  of  the  ownership  of  “Macy’s”  credit  card  accounts  originated  subsequent  to  the  Merger)  provides 
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statement  and  payment  processing  services  in  respect  of  all  proprietary  credit  card  accounts  owned  by  the 
Company  and  collection  services  in  respect  of  the  GE  Bank-owned  “Macy’s”  credit  card  accounts.  The 
Company’s  data  processing  subsidiary,  Federated  Systems  Group,  Inc.  (“FSG”),  which  is  based  near  Atlanta, 
Georgia,  provides  (directly  and  pursuant  to  outsourcing  arrangements  with  third  parties)  operational  electronic 
data  processing  and  management  information  services  to  each  of  the  Company’s  retail  operating  and  service 
divisions.  In  addition,  a  specialized  staff  maintained  in  the  Company’s  corporate  offices  in  Cincinnati  provides 
services  for  all  divisions  in  such  areas  as  store  design  and  construction,  accounting,  real  estate,  insurance  and 
supply  purchasing,  as  well  as  various  other  corporate  office  functions,  FACS,  FSG,  a  specialized  service 
subsidiary  and  certain  departments  in  the  Company’s  corporate  offices  offer  their  services  to  unrelated  third 
parties  as  well.  Federated  Merchandising  Group,  a  division  of  the  Company  based  in  New  York  City,  helps  the 
Company  to  centrally  develop  and  execute  consistent  merchandise  strategies  while  retaining  the  ability  to  tailor 
merchandise  assortments  and  merchandising  strategies  to  the  particular  character  and  customer  base  of  the 
Company’s  various  department  store  franchises.  Federated  Merchandising  Group  is  also  responsible  for  the 
private  label  development  of  the  Company’s  retail  operating  divisions  except  for  Bloomingdale’s  and  Stem’s, 
which  source  some  of  their  private  label  merchandise  through  Associated  Merchandising  Corporation.  Blooming- 
dale’s  also  has  its  own  private  label  program.  Federated  Logistics,  based  in  Secaucus,  New  Jersey  and  a  division 
of  Federated  Corporate  Services,  Inc.,  a  subsidiary  of  the  Company,  provides  warehousing  and  merchandise 
distribution  services  for  the  Company’s  retail  operating  divisions. 

The  Company  and  its  predecessors  have  been  operating  department  stores  since  1830.  Federated  was 
organized  as  a  Delaware  corporation  in  1929.  On  May  26,  1994,  Federated  acquired  Joseph  Home  Co.,  Inc. 
pursuant  to  a  subsidiary  merger.  On  December  19,  1994,  Federated  acquired  Macy’s  pursuant  to  the  Merger.  On 
October  11,  1995,  the  Company  acquired  Broadway  Stores,  Inc.  ("Broadway”)  pursuant  to  a  subsidiary  merger. 

The  Company’s  executive  offices  are  located  at  151  West  34th  Street,  New  York,  New  York  10001, 
telephone  number:  (212)  494-1602  and  at  7  West  Seventh  Street,  Cincinnati,  Ohio  45202,  telephone  number: 
(513)  579-7000. 

Employees.  As  of  January  31,  1998,  the  Company  had  approximately  114,700  regular  full-time  and  part- 
time  employees.  Because  of  the  seasonal  nature  of  the  retail  business,  the  number  of  employees  peaks  in  the 
Christmas  season.  Approximately  10%  of  the  Company’s  employees  as  of  January  31,  1998  were  represented  by 
unions.  Management  considers  its  relations  with  employees  to  be  satisfactory. 

Seasonality .  The  department  store  business  is  seasonal  in  nature  with  a  high  proportion  of  sales  and 
operating  income  generated  in  the  months  of  November  and  December.  Working  capital  requirements  fluctuate 
during  the  year,  increasing  somewhat  in  mid- summer  in  anticipation  of  the  fall  merchandising  season  and 
increasing  substantially  prior  to  the  Christmas  season  when  the  Company  must  carry  significantly  higher 
inventory  levels. 

Purchasing .  The  Company  purchases  merchandise  from  many  suppliers,  no  one  of  which  accounted  for 
more  than  5%  of  the  Company’s  net  purchases  during  1997.  The  Company  has  no  long-term  purchase 
commitments  or  arrangements  with  any  of  its  suppliers,  and  believes  that  it  is  not  dependent  on  any  one  supplier. 
The  Company  considers  its  relations  with  its  suppliers  to  be  satisfactory. 

Competition.  The  retailing  industry,  in  general,  and  the  department  store  business,  in  particular,  are 
intensely  competitive.  Generally,  the  Company’s  stores  are  in  competition  not  only  with  other  department  stores 
in  the  geographic  areas  in  which  they  operate  but  also  with  numerous  other  types  of  retail  outlets,  including 
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specialty  stores,  general  merchandise  stores,  off-price  and  discount  stores,  new  and  established  forms  of  home 
shopping  (including  mail  order  catalogs,  television  and  computer  services)  and  manufacturers’  outlets; 

Year  2000  Compliance .  Many  existing  computer  programs  utilized  globally  use  only  two  digits  to  identify 
a  year  in  the  date  field.  These  programs,  if  not  corrected,  could  fail  or  create  erroneous  results  by  or  at  the  Year 
2000.  This  "Year  2000”  issue  is  believed  to  affect  virtually  all  companies  and  organizations,  including  the 
Company. 

The  Company  is  reliant  on  computer-based  technology  and  utilizes  a  variety  of  proprietary  and  third  party 
applications.  The  Company’s  retail  functions,  such  as  merchandise  procurement  and  distribution,  inventory 
control  and  point-of-sale  transactions,  generally  use  proprietary  applications,  with  third-party  applications  being 
used  more  extensively  for  administrative  functions,  such  as  accounting  and  human  resource  management. 

Beginning  in  February  1996,  the  Company  undertook  an  assessment  of  the  effect  of  the  Year  2000  issue  on 
the  Company’s  operations.  Shortly  thereafter,  the  "Year  2000  Federated  Project  Office”  was  established  and 
charged  with  identifying  and  evaluating  Year  2000-related  compliance  issues,  proposing  solutions^  estimating  the 
cost  of  the  implementation  thereof,  and  communicating  its  determinations  to  the  Company’s  senior  management 
and  Board  of  Directors. 

The  Project  Office,  which  is  composed  of  the  Company’s  Controller,  the  Chief  Financial  Officer  of  each 
retail  and  service  subsidiary,  FSG’s  Executive  Committ^,  representatives  of  the  Law  and  Audit  Departments  and 
a  Project  Manager,  has  developed  a  compliance  program,  and  a  Project  Team  has  been  established  for  the 
Company  and  each  of  its  retail  and  service  subsidiaries.  Each  Project  Tearri  is  responsible  for  overseeing,  under 
FSG’s  guidance,  the  implementation  of  such  compliance  program  within  its  organization,  including  ensuring  the 
compliance  of  software  and  other  date  sensitive  products  purchased  for  use  or  resale. 

Pursuant  to  the  Company’s  Year  2000  compliance  program,  FSG  has  examined  the  Company’s  proprietary 
software  applications.  All  such  applications  that  relate  to  a  critical  retail  function  and  are  not  Year  2000 
compliant  are  being  converted  or  replaced.  In  addition,  a  strategy  has  been  instituted  to  identify  and  address  Year 
2000  issues  affecting  third-party  software  applications.  That  process  includes  contacting  all  third-party  providers 
to  secure  appropriate  representations  to  the  effect  that  Year  2000  issues  associated  with  the  software  provided  by 
them  to  the  Company  have  been  or  will  be  timely  addressed.  Contingency  plans  have  been  developed  as  to 
material  third-party  software  applications  used  by  the  Company  in  respect  of  which  the  Company  does  not 
receive  adequate  compliance  assurances  by  August  1998. 

Barring  unforeseen  events,  the  Company  anticipates  substantially  completing  corrective  measures  as  to  its 
proprietary  software  applications  and  completing  a  comprehensive,  integrated  test  of  all  of  its  main-frame  and 
mid-range  computer  systems  (hardware,  software,  network  components,  interfaces  and  third-party  software 
applications)  by  January  31,  1999,  The  Company  anticipates  that  a  subsequent  test  would  be  instituted  to  deal 
with  third-party  software  applications,  if  any,  that  are  expected  to  first  achieve  compliance  after  January  31,  1999, 

To  date,  the  Company’s  Year  2000  compliance  program  is  on  schedule  and  on  budget.  See  "Item  7. 
Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations”  for  information 
regarding  the  accounting  treatment  of  the  estimated  costs  of  the  Company’s  Year  2000  compliance  program.  Such 
information  is  incorporated  herein  by  reference. 

Notwithstanding  that  the  Company  has  been  proceeding  diligently  with  the  implementation  of  its  own 
compliance  program,  including  aspects  thereof  directed  to  ascertaining  Year  2000  compliance  by  third  parties, 
there  can  be  no  assurance  that  the  Company’s  operations  will  not  experience  disruptions  due  to  the  failure  of  third 


3 


parties  (including  software,  data  processing,  and  other  vendors)  with  which  the  Company  has  commercial 
relationships  to  become  fully  < Year  2000  compliant  in  a  timely  manner. 

Item  1A.  Executive  Officers  of  the  Registrant 

The  following  table  sets  forth  certain  information  regarding  the  executive  officers  of  the  Company: 


Name  Age  Position  with  the  Company 

James  M.  Zimmerman . . . .  54  Chairman  of  the  Board  and  Chief  Executive  Officer;  Director 

Terry  J.  Lundgren  . . 45  President  and  Chief  Merchandising  Officer;  Director 

Ronald  W.  Tysoe  . . .  . . . . . . . 45  Vice  Chairman  of  the  Board  and  Director 

Thomas  G.  Cody . 56  Executive  Vice  President  -  Legal  and  Human  Resources 

Dennis  J.  Broderick  . . . . 49  Senior  Vice  President,  General  Counsel  and  Secretary 

Karen  M.  Hoguet  ..  . . 41  Senior  Vice  President,  Chief  Financial  Officer  and  Treasurer 

Joel  A.  Belsky .................. .  44  Vice-President  and  Controller 


James  M.  Zimmerman  has  been  Chairman  of  the  Board  and  Chief  Executive  Officer  of  the  Company  since 
May  1997;  prior  thereto  he  served  as  the  President  and  Chief  Operating  Officer  of  the  Company  since  May  1988. 

Terry  J.  Lundgren  has  been  President  and  Chief  Merchandising  Officer  of  the  Company  since  May  1997  and 
served  as  the  Chairman  of  the  Company’s  Federated  Merchandising  Group  division  front  February  1994  until 
February  19,  1998.  Prior  thereto,  lie  was  Chairman  and  Chief  Executive  Officer  of  the  Neiman  Marcus  Group, 
Inc.,  since  February  1990.  '  ;  ; 

Ronald  W.  Tysoe  has  been  Vice  Chairman  of  the  Company  since  April  1990  and  served  as  Chief  Financial 
Officer  of  the  Company  from  April  1990  until  October  31,  1997. 

Thomas  G.  Cody  has  been  Executive  Vice  President  -  Legal  and  Human  Resources  of  the  Company  since 
May  1988.  .t 

Dennis  J.  Broderick  has  been  Secretary  of  the  Company  since  July  1993  and  Senior  Vice  President  and 
General  Counsel  of  the  Company  since  January  1990. 

Karen  M.  Hoguet  has  been  Senior  Vice  President  -  Planning  of  the  Company  since  April  1991,  Treasurer  of 
the  Company  since  January  1992,  and  Chief  Financial  Officer  of  the  Company  since  October  31,  1997. 

Joel  A.  Belsky  has  been  Vice  President  and  Controller  of  the  Company  since  October  199.6.  Prior  thereto,  he 
served  as  Divisional  Vice  President  and  Deputy  Controller  of  the  Company  since  March  1993. 

Item  2.  Properties. 

The  properties  of  the  Company  consist  primarily  of  stores  and  related  retail  facilities,  including  warehouses 
and  distribution  centers.  The  Company  also  owns  or  leases  other  properties,  including  corporate  office  space  in 
New  York  and  Cincinnati  and  other  facilities  at  which  centralized  operational  support  functions  are  conducted.  As 
of  January  31,  1998,  the  Company  operated  400  department  stores  in  33  states,  comprising  a  total  of  81,016,000 
square  feet.  Of  such  department  stores,  196  were  entirely  or  mostly  owned  and  204  stores  were  entirely  or  mostly 
leased.  The  Company’s  interests  in  approximately  3%  of  its  owned  stores  are  subject  to  security  interests  in  favor 
of  certain  third-party  creditors.  As  of  January  31,  1998,  the  Company  operated  162  specialty  stores  in  22  states 
and  the  District  of  Columbia,  comprising  a  total  of  600,000  square  feet.  All  such  specialty  stores  are  leased. 
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Pursuant  to  various  shopping  center  agreements,  the  Company  is  obligated  to  operate  certain  stores  within  the 
centers  for  periods  of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be  operated  under  a 
particular  name.  .:>■>  ■  r  >  : : 

Item  3.  Legal  Proceedings. 

The  Company  and  its  subsidiaries  are  involved  in  various  proceedings  that  are  incidental  to  the  normal 
course  of  their  businesses.  The  Company  does  not  expect  that  any  of  such  proceedings  will  have  a  material 
adverse  effect  on  the  Company’s  financial  position  or  results  of  operations. 

Item  4.  Submission  of  Matters  to  a  Vote  of  Security-Holders. 

None. 


PART  II 


Item  5.  Market  for  Registrant’s  Common  Equity  and  Related  Stockholder  Matters. 

The  Common  Stock  is  listed  on  the  New  York  Stock  Exchange  (the  “NYSE”)  under  the  trading  symbol 
“FD.”  The  following  table  sets  forth  for  each  fiscal  quarter  during  1997  and  1996  the  high  and  low  sales  prices 
per  share  of  Common  Stock  as  reported  on  the  NYSE  Composite  Tape: 

1997  1996 

Low  High  Low  High 


1st  Quarter . .  31.625  38.250  26.125  34.750 

2ndQuarter.. . . . 34.625  44.125  29.375  36.625 

3rd  Quarter  ........  V. . . . 39.313  45.438  31.125  36.125 

4th  Quarter . . 39.688  48.875  30.000  37.000 


The  Company  has  not  paid  any  dividends  on  its  Common  Stock  during  its  two  most  recent  fiscal  years,  and 
does  not  anticipate  paying  any  dividends  on  the  Common  Stock  in  the  foreseeable  future. 
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Item  6.  Selected  Financial  Data 

The  selected  financial  data  set  forth  below  should  be  read  in  conjunction  with  the  Consolidated  Financial 
Statements  and  the  notes  thereto  and  the  other  information  contained  elsewhere  in  this  report. 


Consolidated  Statement  of  Income  Data: 

Net  sales,  including  leased  department  sales . 

Cost  of  sales: 

Recurring . . 

Inventory  valuation  adjustments  related  to 
consolidation  . 

Total  cost  of  sales . . 

Selling,  general  and  administrative  expenses: 

Recurring . . 

Business  integration  and  consolidation  expenses  . . 
Charitable  contribution  to  Federated  Department 
Stores  Foundation  . . . . . . 

Total  selling,  general  and  administrative  expenses  . . . 

Operating  income . . . 

Interest  expense  . . . . . 

Interest  income . . .  . . 

Income  before  income  taxes  and  extraordinary  items 

Federal,  state  and  local  income  tax  expense . 

Extraordinary  items  (a) . 

Net  income  . . . . . . 

Basic  earnings  per  share: 

Income  before  extraordinary  items  . 

Net  income . . . 

Diluted  earnings  per  share: 

Income  before  extraordinary  items  . 

Net  income . 

Average  number  of  shares  outstanding 

Depreciation  and  amortization . 

Capital  expenditures. . 

Balance  Sheet  Data  (at  year  end): 

Cash . 

Working  capital . . 

Total  assets . 

Short-term  debt  . . . . 

Long-term  debt . 

Shareholders’  equity  . 


52  Weeks 

52  Weeks 

53  Weeks 

52  Weeks 

52  Weeks 

£nded 

Ended 

Ended 

Ended 

Ended 

January  31, 

February  1, 

February  3, 

January  28, 

January  29, 

1998 

1997 

1996 

1995 

1994 

(millions,  except  per  share  data) 

$15,668 

$15,229 

$15,049 

$  8,316 

$7,229 

9,58 1 

9,289 

9,318 

5,131 

4,374 

■  _ 

65 

92 

15 

_ 

9,581 

9,354 

9,410 

5,146 

4,374 

4,746 

4,739 

4,748 

2,549 

2,323 

.243 

202  , 

71 

- 

_ 

26 

_ 

_ 

4,746 

4,982 

4,976 

2,620 

2,323 

1,341 

893 

663 

550 

532 

(418) 

(499) 

(508). 

(262) 

(213) 

35 

47 

47 

43 

49 

958 

441 

202 

331 

368 

(383) 

(175) 

(127) 

(143) 

(171) 

(39) 

- 

- 

- 

(4) 

$  536 

$  266 

$  75 

$  "  188 

$  193 

$  2.74 

$  1.28 

$  .39 

$  1.41 

$  1.56 

2.56 

1.28 

.39 

1.41 

1.53 

$  2.58 

$  1.24 

$  .39 

$  1.40 

$  1.53 

2.41 

1.24 

.39 

1.40 

1.50 

209.2 

207.5 

191.5 

132.9 

126.3 

$  590 

$  533 

$  497 

$  286 

$  230 

$  696 

$  846 

$  699 

$  398 

$  313 

$  142 

$  149 

$  173 

$  206 

$  222 

3,134 

2,831 

3,262 

2,376 

1,968 

13,738 

14,264 

14,295 

12,277 

7,419 

556 

1,095 

733 

463 

10 

3,919 

4,606 

5,632 

4,529 

2,787 

5,256 

4,669 

4,274 

3,640 

2,278 

(a)  The  extraordinary  items  for  1997  and  1993  were  after-tax  expenses  associated  with  debt  prepayments. 
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Item  7.  Managements  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations 
Results  of  Operations 

Comparison  of  the  52  Weeks  Ended  January  31,  1998  and  February  1,  1997 .  Net  sales  for  1997  were  \ 
$15,668  million  compared  to  $15,229  million  for  1996,  an  increase  of  2.9%.  On  a  comparable  store  basis,  net 
sales  for  1997  increased  2.7%  compared  to  1996.  . 

Cost  of  sales  was  61.1%  of  net  sales  for  1997,  compared  to  61 .4%  for  1996.  Cost  of  sales  for  1996  included 
$65  million  of  one-time  inventory  valuation  adjustments  related  to  merchandise  in  lines  of  business  that  were 
eliminated  or  replaced  in  connection  with  the  consolidation  of  Broadway’s  merchandise  inventories  with  the 
Company's  merchandise  inventories.  Excluding  these  inventory  valuation  adjustments  from  1996,  cost  of  sales 
would  have  been  61.0%  of  net  sales,  with  the  0.1%  increase  in  1997  being  primarily  due  to  higher  merchandise 
markdowns  associated  with  the  elimination  of  certain  consumer  electronics  lines  of  business.  The  valuation  of 
merchandise  inventory  on  the  last-in,  first-out  basis  did  not  impact  cost  of  sales  in  either  year. 

Selling,  general  and  administrative  expenses  were  30.3%  of  net  sales  for  1997,  compared  to  32.7%  for  1996. 
Selling,  general  and  administrative  expenses  for  1996  included  $243  million  of  one-time  costs  related  to  the 
integration  and  consolidation  of  acquired  and  pre-existing  businesses  as  business  integration  and  consolidation 
expenses  (“BICE”).  Excluding  BICE,  selling,  general  and  administrative  expenses  would  have  been  31.1%  of  net 
sales  for  1996.  The  major  factor  contributing  to  the  0.8%  improvement  in  expense  rate  (excluding  BICE  for  1996) 
was  lower  distribution-related  expenses  resulting  from  restructuring  and  technological  improvements  in  the 
merchandise  distribution  process. 

Selling,  general  and  administrative  expenses  in  1997  reflect  reduced  finance  charge  income  and  lower 
expenses  for  doubtful  customer  accounts  receivable.  Finance  charge  income  was  $391  million  for  1997,  a 
decrease  of  $39  million  compared  ;to  $430  million  in  1996,  primarily  due  to  lower  average  accounts  receivable 
balances.  Amounts  charged  to  expense  for  doubtful  accounts  receivable  were  $167  million  for  1997,  compared  to 
$172  million  for  1996.  The  decrease  primarily  reflects  the  lower  levels  of  proprietary  credit  sales  in  1997 
compared  to  1996. 

Net  interest  expense  was  $383  million  for  1997,  compared  to  $452  million  for  1996.  The  lower  interest 
expense  for  1997  is  due  to  lower  levels  of  borrowings  and  lower  interest  rates  resulting  from  refinancings 
completed  in;  July  1997. 

The  Company’s  effective  income  tax  rate  of  40%  for  1997  differs  from  the  federal  income  tax  statutory  rate 
of  35.0%  principally  because  of  the  effect  of  state  and  local  income  taxes  and  permanent  differences  arising  from 
the  amortization  of  intangible  assets. 

The  extraordinary  item  of  $39  million  for  1997  represents  the  after-tax  expenses  associated  with  debt 
prepayments. 

Comparison  of  the  52  Weeks  Ended  February  1,  1997  and  the  53  Weeks  Ended  February  3 , 1996.  Net  sales 
for  1996  were  $15,229  million  compared  to  $15,049  million  for  1995,  an  increase  of  1.2%.  On  a  comparable 
store  basis,  net  sales  for  1996  increased  3.1  percent  compared  to  the  first  52  weeks  of  1995.  Net  sales  for  1996 
were  somewhat  negatively  impacted  by  the  Company’s  efforts  to  gradually  reduce  the  degree  to  which  it  utilizes 
promotional  selling  practices  with  respect  to  home-related  merchandise. 

Cost  of  sales  was  61.4%  of  net  sales  for  1996,  compared  to  62.5%  for  1995,  Cost  of  sales  included  one-time 
inventory  valuation  adjustments  related  to  merchandise  in  lines  of  business  that  were  eliminated  or  replaced  in 
connection  with  the  consolidation  of  merchandise  inventories  for  acquired  and  pre-existing  businesses.  In  1996, 
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cost  of  sales  included  $65  million  of  inventory  valuation  adjustments  in  connection  with  the  integration  of 
Broadway  into  the  Company.  In  1995,  cost  of  sales  included  $69  million  of  inventory  valuation  adjustments  in 
connection  with  the  integration  of  Macy’s  into  the  Company  and  $23  million  of  inventory  valuation  adjustments 
in  connection  with  the  consolidation  of  the  Company’s  Rich’s/Goldsmith’s  and  Lazarus  divisions.  Also,  in  1995, 
cost  of  sales  was  negatively  impacted  by  greater  markdowns  at  stores  operated  as  Broadway  locations.  Excluding 
these  stores  in  1995  and  the  inventory  valuation  adjustments  discussed  above,  cost  of  sales  would  have  been 
61.0%  of  net  sales  for  1996,  compared  to  61.3%  for  1995.  The  lower  level  of  promotional  activity  for  home- 
related  merchandise  and  increased  sales  of  higher  margin  private  label  merchandise  contributed  to  the 
improvement  for  1996.  The  valuation  of  merchandise  inventory  on  the  last-in,  first-out  basis  did  not  impact  cost 
of  sales  in  either  year.  .  v  • 

Selling,  general  and  administrative  expenses  were  32.7%  of  net  sales  for  1996,  compared  to  33.1%  for  1995. 
Selling,  general  and  administrative  expenses  included  one-time  costs  related  to  the  integration  and  consolidation 
of  acquired  and  pre-existing  businesses  under  the  caption  BICE.  In  1996,  selling,  general  and  administrative 
expenses  included,  under  the  caption  BICE,  $168  million  of  costs  associated  with  the  integration  of  Broadway 
into  the  Company,  $34  million  of  costs  related  to  the  integration,  of  Macy’s  into  the  Company  and  $41  million  of 
costs  related  to  other  support  operation  restructurings,  primarily  the  centralization  of  the  Company’s  merchandise 
distribution  function.  In  1995,  selling,  general  and  administrative  expenses  included,  under  the  caption  BICE, 
$140  million  of  costs  associated  with  the  integration  of  Macy  ’s  into  the  Company,  $48  million  of  costs  associated 
with  the  integration  of  Broadway  into  the  Company  and  $14  million  of  costs  related  to  the  consolidation  of  the 
Company’s  Rich’s/Goldsmith’s  and  Lazarus  divisions,  and  also  included  a  $26  million  charitable  contribution  to 
Federated  Department  Stores  Foundation.  Excluding  these  items  for  both  1996  and  1995,  selling,  general  and 
administrative  expenses  would  have  been  31.1%  of  net  sales  for  1996,  compared  to  31.6%  for  1995.  The 
improvement  for  1996  primarily  reflected  the  operating  efficiencies  resulting  from  the  integration  of  Macy’s  into 
the  Company  in  fiscal  1995  and  other  support  operation  restructurings  (primarily  merchandise  distribution). 

Selling,  general  and  administrative  expenses  in  1996  reflected  higher  expenses  for  doubtful  customer 
accounts  receivable,  partially  offset  by  higher  finance  charge  revenues.  Amounts  charged  to  expense  for  doubtful 
accounts  receivable  were  $172  million  for  1996,  compared  to  $127  million  for  1995.  The  increase  reflected 
higher  average  accounts  receivable  balances,  the  consolidation  of  certain  credit  card  nameplates,  the  effects  of 
closing  stores  in  certain  markets  and  general  economic  conditions  in  the  geographic  areas  in  which  the  Company 
operated.  Partially  offsetting  the  increase  in  amounts  charged  to  expense  for  doubtful  accounts,  finance  charge 
income  grew  to  $430  million  in  1996,  compared  to  $405  million  in  1995,  primarily  due  to  higher  average 
accounts  receivable  balances. 

Net  interest  expense  was  $452  million  for  1996,  compared  to  $461  million  for  1995.  The  lower  interest 
expense  for  1996  was  principally  due  to  lower  levels  of  borrowings. 

The  Company’s  effective  income  tax  rate  of  39.8%  for  1996  differed  from  the  federal  income  tax  statutory 
rate  of  35.0%  principally  because  of  the' effect  of  state  and  local  income  taxes  and  permanent  differences  arising 
from  the  amortization  of  intangible  assets. 

Liquidity  and  Capital  Resources 

The  Company’s  principal  sources  of  liquidity  are  cash  from  operations,  cash  on  hand  and  certain  available 
credit  facilities. 

Net  cash  provided  by  operating  activities  in  1997  was  $1,573  million,  an  increase  of  $353  million  from  the 
net  cash  provided  by  operating  activities  in  1996  of  $1,220  million.  In  addition  to  improved  operating  results,  the 
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primary  factors  which  contributed  to  this  improvement  were  a  decrease  in  merchandise  inventories  in  1997 
compared  to  an  increase  in  1996  and  larger  increases  in  current  and  deferred  income  taxes  in  1997,  partially 
offset  by  a  decrease  in  accounts  payable  and  accrued  liabilities  compared  to  an  increase  in  1996. 

On  July  28,  1997,  the  Company  entered  into  new  bank  credit  agreements  which  provide  for  unsecured 
revolving  credit  loans  of  up  to  $1 ,500  million  under  a  five  year  facility  (including  a  letter  of  credit  sub-facility) 
and  up  to  $500  million  under  a  364-day  facility.  The  Company  also  has  a  commercial  paper  program  under  which 
it  may  issue  up  to  $400  million  of  senior  unsecured  commercial  paper.  As  of  January  31,  1998,  the  Company  had 
$150  million  of  revolving  credit  borrowings,  $144  million  of  commercial  paper  borrowings,  $49  million  of 
standby  letters  of  credit  and  $63  million  of  trade  letters  of  credit  outstanding.  As  a  result  of  the  issuance  on 
February  6,  1998  of  $300  million  of  7.0%  Senior  Debentures  due  2028,  the  $294  million  of  revolving  credit  and 
commercial  paper  borrowings  were  classified  as  long-term  debt  as  of  January  31,  1998. 

The  Company  also  has  in  effect  a  facility  to  finance  its  customer  accounts  receivable  which  provides  for, 
among  other  things^  the  issuance  from  time  to  time  of  up  to  $375  million  of  receivables  backed  commercial 
paper.  As  of  January  31,  1998,  the  Company  had  $375  million  of  commercial  paper  borrowings  outstanding 
under  its  receivables  backed  commercial  paper  facility. 

Net  cash  used  in  investing  activities  was  $318  million  in  1997  compared  to  $650  million  in  1996.  In  1997, 
capital  expenditures  for  property  and  equipment  were  $696  million  and  dispositions  of  property  and  equipment 
totaled  $178  million.  During  1997,  the  Company  opened  six  new  department  stores  and  two  new  furniture 
galleries  and  closed  nineteen  stores.  On  May  5,  1997,  a  $200  million  installment  of  a  note  receivable  held  by  the 
Company  was  received. 

Net  cash  used  by  the  Company  for  all  financing  activities  was  $1,262  million  in  1997  compared  to 
$594  million  in  1996.  During  1997,  the  Company  incurred  debt  totaling  $763  million  and  repaid  debt  totaling 
$2,027  million.  Debt  incurred  consisted  of  $300  million  of  7.45%  Senior  Debentures  due  2017,  $250  million  of 
6.79%  Senior  Debentures  due  2027  and  $213  million  of  net  incremental  borrowings  under  the  Company’s 
revolving  credit  and  commercial  paper  facilities.  The  major  components  of  debt  repaid,  with  proceeds  of  the 
financings  described  above,  proceeds  of  the  $200  million  installment  of  a  note  receivable  described  above  and 
other  funds,  included  $568  million  of  the  Company’ s  receivables  backed  certificates,  $516  million  of  outstanding 
term  borrowings  under  its  previous  bank  credit  facility,  the  entire  $345  million  of  outstanding  borrowings  under 
its  mortgage  loan  facility,  the  entire  $221  million  of  borrowings  outstanding  under  its  secured  promissory  note 
and  $176  million  of  borrowings  outstanding  under  its  note  monetization  facility.  On  January  22,  1997,  the 
Company  entered  into  an  arrangement  providing  for  off  balance  sheet  financing  of  up  to  $200  million 
(subsequently  increased  to  $300  million)  of  non-proprietary  credit  card  receivables  arising  under  accounts  owned 
by  the  Company.  At  January  31,  1998,  $243  million  of  borrowings  were  outstanding  under  this  arrangement. 

The  Company  intends  to  open  three  new  department  stores  in  1998  and  its  budgeted  capital  expenditures  are 
approximately  $2,300  million  for  the  1998  to  2000  period.  Management  presently  anticipates  funding  such 
expenditures  from  operations. 

As  disclosed  in  “Item  1.  Business,”  the  Company  has  undertaken  a  program  to  address  Year  2000  issues.  To 
date,  the  Company’s  Year  2000  compliance  program,  the  costs  of  which  are  being  expensed  as  incurred,  is  on 
schedule  and  on  budget.  Although  there  can  be  no  assurance  with  respect  thereto,  the  Company  does  not  expect 
that  Year  2000  issues  (including  the  cost  of  the  Company’s  compliance  program  as  currently  estimated),  will  have 
a  material  adverse  effect  on  the  Company’s  financial  position  or  results  of  operation. 
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Management  believes  the  department  store  business  will  continue  to  consolidate.  Accordingly,  the  Company 
intends  from  time  to  time  to  consider  additional  acquisitions  of  department  store  assets  and  companies. 

Management  of  the  Company  believes  that,  with  respect  to  its  current  operations,  cash  on  hand  and  funds 
from  operations,  together  with  its  credit  facilities,  will  be  sufficient  to  cover  its  reasonably  foreseeable  working 
capital,  capital  expenditure  and  debt  service  requirements.  Acquisition  transactions,  if  any,  are  expected  to  be 
financed  through  a  combination  of  cash  on  hand  and  from  operations  and  the  possible  issuance  from  time  to  time 
of  long-term  debt  or  other  securities.  Depending  upon  conditions  in  the  capital  markets  and  other  factors,  the 
Company  will  from  time  to  time  consider  the  issuance  of  debt  or  other  securities,  or  other  possible  capital 
markets  transactions,  the  proceeds  of  which  could  be  used  to  refinance  current  indebtedness  or  for  other  corporate 
purposes. 

Item  7A.  Quantitative  and  Qualitative  Disclosures  About  Market  Risk 

The  Company  is  exposed  to  market  risk  from  changes  in  interest  rates  which  may  adversely  affect  its 
financial  position,  results  of  operations  and  cash  flows.  In  seeking  to  minimize  the  risks  from  interest  rate 
fluctuations,  the  Company  manages  exposures  through  its  regular  operating  and  financing  activities  and,  when 
deemed  appropriate,  through  the  use  of  derivative  financial  instruments.  The  Company  does  not  use  financial 
instruments  for  trading  or  other  speculative  purposes  and  is  not  party  to  any  leveraged  financial  instruments. 

The  Company  is  exposed  to  interest  rate  risk  primarily  through  its  borrowing  activities,  which  are  described 
in  Note  9  to  the  Consolidated  Financial  Statements.  The  majority  of  the  Company’s  borrowings  are  under  fixed 
rate  instruments:  However,  the  Company  uses  interest  rate  swaps  and  interest  rate  caps  to  help  manage  the 
Company’s  exposure  to  interest  rate  movements  and  reduce  borrowing  costs.  See  Notes  9  and  16  to  the 
Consolidated  Financial  Statements,  which  are  incorporated  herein  by  reference. 

Based  on  the  Company’s  market  risk  sensitive  instruments  (including  variable  rate  debt  and  derivative 
financial  instruments)  outstanding  at  January  31,  1998,  the  Company  has  determined  that  there  was  no  material 
market  risk  exposure  to  the  Company’s  consolidated  financial  position,  results  of  operations  or  cash  flows  as  of 
such  date. 

Item  8.  Consolidated  Financial  Statements  and  Supplementary  Data. 

Information  called  for  by  this  item  is  set  forth  in  the  Company’s  Consolidated  Financial  Statements  and 
supplementary  data  contained  in  this  report  and  is  incorporated  herein  by  this  reference.  Specific  financial 
statements  and  supplementary  data  can  be  found  at  the  pages  listed  in  the  following  index. 
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Item  9.  Changes  in  and  Disagreements  with  Accountants  on  Accounting  and  Financial  Disclosure. 

None. 

PART  III  > 

Item  10.  Directors  and  Executive  Officers  of  the  Registrant. 

Information  called  for  by  this  item  is  set  forth  under  Item  1  “Election  of  Directors”  and  “Compliance  with 
Section  16(a)  of  the  Securities  and  Exchange  Act  of  1934”  in  the  Proxy  Statement,  and  in  Item  I A  “Executive 
Officers  of  the  Registrant,”  and  incorporated  herein  by  reference. 

Item  11.  Executive  Compensation. 

Information  called  for  by  this  item  is  set  forth  under  “Executive  Compensation”  and  “Compensation 
Committee  Report  on  Executive  Compensation”  in  the  Proxy  Statement  and  incorporated  herein  by  reference. 

Item  12.  Security  Ownership  and  Certain  Beneficial  Owners  and  Management. 

Information  called  for  by  this  item  is  set  forth  under  “Stock  Ownership”  in  the  Proxy  Statement  and 
incorporated  herein  by  reference.  . 

Item  13.  Certain  Relationships  and  Related  Transactions. 

Information  called  for  by  this  item  is  set  forth  under  “Compensation  Committee  Interlocks  and  Insider 
Participation”  and  under  “Certain  Relationships  and  Related  Transactions”  in  the  Proxy  Statement  and 
incorporated  herein  by  reference. 

PART  IV 

Item  14.  Exhibits,  Financial  Statement  Schedules,  and  Reports  on  Form  8-K 

(a)  The  following  documents  are  filed  as  part  of  this  report: 

1.  Financial  Statements:  . 

The  list  of  financial  statements  required  by  this  item  is  set  forth  in  .  “Item  8  Consolidated  Financial 
Statements  and  Supplementary  Data”  and  is  incorporated  herein  by  reference. 

*  '  •  .  *  .  •  ’  . 

:  2.  Financial  Statement  Schedules: 

All  schedules  are  omitted  because  they  are  inapplicable*  not  required,  or  the  information  is  included 
elsewhere  in  the  Consolidated  Financial  Statements  or  the  notes  thereto.  .  .. 

.  11  '  . 


3.  Exhibits: 


The  following  exhibits  are  filed  herewith  or  incorporated  by  reference  as  indicated  below. 


Exhibit  Number 

Description 

Document  if  Incorporated  by  Reference 

3.1 

Certificate  of  Incorporation 

Exhibit  3.1  to  the  Company's  Annual  Report 
on  Form  10-K  for  the  fiscal  year  ended 
January  28,  1995  (the  “1994  Form  10-K" ) 

3.1.1 

Certificate  of  Designations  of  Series  A  Jun¬ 
ior  Participating  Preferred  Stock 

Exhibit  3.1.1  to  the  1994  Form  10-K 

3.2 

By-Laws 

Exhibit  3.2  to  the  1994  Form  10-K 

4.1 

Certificate  of  Incorporation 

See  Exhibit  3.1 

4.2 

By-Laws 

See  Exhibit  3.2 

4.3 

Rights  Agreement,  dated  as  of  December  15, 
1994,  between  the  Company  and  the  Bank 
of  New  York,  as  rights  agent 

Exhibit  4.3  to  the  1994  Form  10-K 

4.4 

Indenture,  dated  as  of  December  15,  1994, 
between  the  Company  and  State  Street  Bank 
and  Trust  Company  (successor  to  The  First 
National  Bank  of  Boston),  as  Trustee 

Exhibit  4.1  to  the  Company's  Registration 
Statement  on  Form  S-3  (Registration 
No.  33-88328)  filed  on  January  9,  1995  (the 
“S-3  Registration  Statement") 

4.4.1 

Third  Supplemental  Indenture,  dated  as  of 
January  23, 1995,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee 

Exhibit  4.4 J  to  the  1994  Form  10-K 

4.4.2 

Fourth  Supplemental  Indenture,  dated  as  of 
September  27,  1995,  between  the  Company 
and  State  Street  Bank  and  Trust  Company 
(successor  to  The  First  National  Bank  of 
Boston),  as  Trustee 

Exhibit  4.2  to  the  Company’s  Registration 
Statement  on  Form  8- A,  dated  Novem¬ 
ber  29,  1995 

4.4.3 

Fifth  Supplemental  Indenture,  dated  as  of 
October  6,  1995,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee 

Exhibit  2  to  the  Company’s  Registration 
Statement  on  Form  8- A,  dated  October  4, 
1995 

4.4.4 

Sixth  Supplemental  Indenture,  dated  as  of 
February  1 ,  1996,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee 

Exhibit  4.4.4  to  the  Company’s  Annual  Re¬ 
port  on  Form  10-K  for  the  fiscal  year  ended 
February  3,  1996  (the  “1995  Form  10-K’’) 

4.4.5 

Seventh  Supplemental  Indenture,  dated  as  of 
May  22,  1996,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee  -:i 

Exhibit  4.2  to  the  Company’s  Quarterly  Re¬ 
port  on  Form  10-Q  for  the  period  ended 
May  4,  1996  (the  “May  1996  Form  10-Q") 
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Exhibit  Number 

Description 

Document  if  Incorporated  by  Reference 

4.4.6 

Eighth  Supplemental  Indenture,  dated  as  of 
July  14,  1997,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee 

Exhibit  2  to  the  Company's  Current  Report 
on  Form  8-K  dated  as  of  July  15,  1997  (the 
“July  1997  Form  8-K") 

4.4.7 

Ninth  Supplemental  Indenture,  dated  as  of 
July  14,  1997,  between  the  Company  and 
State  Street  Bank  and  Trust  Company  (suc¬ 
cessor  to  The  First  National  Bank  of  Bos¬ 
ton),  as  Trustee 

Exhibit  3  to  the  July  1997  Form  8-K 

4.5 

Indenture,  dated  as  of  September  10,  1997, 
between  the  Company  and  Citibank,  N.A., 
as  Trustee 

Exhibit  4.4  to  the  Company's  Amendment 
Number  1  to  Form  S-3  dated  as  of  Septem¬ 
ber  11;  1997 

4.5.1 

4.6 

First  Supplemental  Indenture,  dated  as  of 
February  6,  1998,  between  the  Company  and 
Citibank,  N.A.,  as  Trustee 

Amended  and  Restated  Series  B  Warrant 
Agreement 

Exhibit  2  to  the  Company's  Current  Report 
on  Form  8-K  dated  as  of  February  6,  1998 

4.7 

Series  C  Warrant  Agreement 

Exhibit  4.6  to  the  1994  Form  10-K 

4.8 

Series  D  Warrant  Agreement 

Exhibit  4.7  to  the  1994  Form  10-K 

4.9 

Series  E  Warrant  Agreement 

Exhibit  4.9  to; the  1995  Form  10-K 

4.10 

Warrant  Agreement 

Exhibit  4.1  to  Broadway's  Annual  Report  on 
Form  10-K  (File  No.  1-8765)  for  the  fiscal 
year  ended  January  30,  1993  (the  “Broad¬ 
way  1992  Form  10-K") 

4.10.1 

Letter  Agreement,  dated  October  11,  1995, 
between  Broadway  and  The  Bank  of  New 
York 

Exhibit  4.5.1  to  the  October  1995 
Form  10-Q 

10.1 

364-Day  Credit  Agreement,  dated  ,  as  of 
July  28;  1997  by  and  among  the  Company, 
the  Initial  Lenders  named  therein,  Citibank, 
N.A.,  as  Administrative  Agent  and  Paying 
Agent,  The  Chase  Manhattan  Bank,  as  Ad¬ 
ministrative  Agent,  BankBoston,  N.A.,  as 
Syndication  Agent,  and  the  Bank  of 
America,  National  Trust  &  Savings  Associa¬ 
tion;  as  Documentation  Agent 

Exhibit  10.1  to  the  Company's  Quarterly 
Report  on  Form  10-Q  for  the  period  ended 
August  2,  1997  (the  “August  1997 

Form  10-Q") 
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Exhibit  Number 
10.2 

10.3 

10.3.1 

10.3.2 

10.4 

10.4.1 

10.5 

10.5.1 

10.5.2 


Description 

Five-Year  Credit  Agreement,  dated  as  of 
July  28,  1997,  by  and  among  the  Company, 
the  Initial  Lenders  named  therein,  Citibank, 
N.A.,  as  Administrative  Agent  and  Paying 
Agent,  The  Chase  Manhattan  Bank,  as  Ad¬ 
ministrative  Agent,  BankBoston,  N.A.,  as 
Syndication  Agent,  and  the  Bank  of 
America,  National  Trust  &  Savings  Associa¬ 
tion,  as  Documentation  Agent 
Loan  Agreement,  dated  as  of  May  26,  1994 
(the  “Lazarus  PA  Mortgage  Term  Loan”), 
among  Lazarus  PA,  Inc.  (formerly  Joseph 
Home  Co.,  Inc.),  the  banks  listed  thereon, 
and  PNC  Bank,  Ohio,  National  Association, 
as  Agent  (“PNC”) 

First  Amendment  to  the  Lazarus  PA  Mort¬ 
gage  Term  Loan  dated  as  of  December  6, 
1995 

Second  Amendment  to  the  Lazarus  PA 
Mortgage  Term  Loan  dated  as  of  July  28, 
1997  '  ‘ 

Guaranty  Agreement,  dated  as  of  May  26, 
1994,  made  by  the  Company  in  favor  of  the 
banks  listed  on  the  Lazarus  PA  Mortgage 
Term  Loan  and  PNC 

Amendment  #1  to  Guaranty  Agreement, 
dated  as  of  February  28,  1995,  made  by  the 
Company  in  favor  of  the  banks  listed  on  the 
Lazarus  PA  Mortgage  Term  Loan  and  PNC 
Amended  and  Restated  Pooling  and  Servic¬ 
ing  Agreement,  dated  ,  as  of  December  15, 
1992  (the  “Pooling  and  Servicing  Agree¬ 
ment”),  among  the  Company,  Prime  Receiv¬ 
ables  Corporation  (“Prime”)  and  The  Chase 
Manhattan  Bank,  successor  to  Chemical 
Bank,  as  Trustee 

First  Amendment,  dated  as  of  December  1, 
1993,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Second  Amendment,  dated  as  of  Febru¬ 
ary  28,  1994,  to  the  Pooling  and  Servicing 
Agreement 


Document  if  Incorporated  by  Reference 

Exhibit  10.2  to  the  August  1997  Form  10-Q 


Exhibit  10.47  to  the  1994  S-4  Registration 
Statement 


Exhibit  10.6  to  the  October  1995  Form  10-Q 


Exhibit  10.48  to  the  1994  S-4  Registration 
Statement 


Exhibit  10.7.1  to  the  1994  Form  10-K 


Exhibit  4.10  to  Prime’s  Current  Report  on 
Form  8-K  (File  No.  0-2118),  dated 
March  29,  1993 


Exhibit  10.10.1  to  the  Company’s  Annual 
Report  on  Form  10-K  (File  No.  1-10951)  for 
the  fiscal  year  ended  January  29,  1994  (the 
“1993  Form  10-K”) 

Exhibit  10.10.2  to  the  1993  Form  10-K 
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Exhibit  Number 


Description 


10.5.3 

10.5.4 

10.5.5 

10.5.6 

10.5.7 

10.5.8 

10.5.9 

10.6 

10.7 

10.7.1 

10.8 

10.9 

10.9.1 

i 

I  10.10 


Third  Amendment,  dated  as  of  May  31, 

1994,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Fourth  Amendment,  dated  as  of  January  18, 

1995,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Fifth  Amendment,  dated  as  of  April  30, 
1995,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Sixth  Amendment,  dated  as  of  July  27, 

1995,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Seventh  Amendment,  dated  as  of  May  14, 

1996,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Eighth  Amendment,  dated  as  of  March  3, 

1997,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Ninth  Amendment,  dated  as  of  August  28, 
1997,  to  the  Pooling  and  Servicing  Agree¬ 
ment 

Assumption  Agreement  under  the  Pooling 
and  Servicing  Agreement,  dated  as  of  Sep¬ 
tember  15,  1993 

Series  1992-2  Supplement,  dated  as  of  De¬ 
cember  15,  1992,  to  the  Pooling  and  Servic¬ 
ing  Agreement 

First  Amendment  to  Series  1992-2  Supple¬ 
ment,  dated  as  of  August  28,  1997,  to  the 
Pooling  and  Servicing  Agreement 

Series  1992-3  Supplement,  dated  as  of  Janu¬ 
ary  5,  1993,  to  the  Pooling  and  Servicing 
Agreement 

Series  1995-1  Supplement,  dated  as  of 
July  27,  1995,  to  the  Pooling  and  Servicing 
Agreement 

First  Amendment  to  Series  1995-1  Supple¬ 
ment,  dated  as  of  August  28,  1997,  to  the 
Pooling  and  Servicing  Agreement 

Series  1996-1  Supplement,  dated  as  of 
May  14,  1996,  to  the  Pooling  and  Servicing 
Agreement 


Document  if  Incorporated  by  Reference 
Exhibit  10.8.3  to  the  1994  Form  10- K 


Exhibit  10.6.4  to  the  1995  Form  10-K 


Exhibit  10.6.5  to  the  1995  Form  10-K 


Exhibit  10.6.6  to  the  1995  Form  10-K 


Exhibit  10.6.7  to  the  1997  Form  10-K 


Exhibit  10.6.8  to  the  1997  Form  10-K 


Exhibit  10.1  to  the  Company's  Quarterly 
Report  on  Form  10-Q  for  the  period  ended 
November  1,  1997  (the  “November  1997 
Form  10-Q") 

Exhibit  10.10.3  to  the  1993  Form  10-K 


Exhibit  4.7  to  Prime's  Form  8-A 


Exhibit  10.3  to  the  November  1997 

Form  10-Q 

Exhibit  4.8  to  Prime's  Current  Report  on 
Form  8-K  (File  No.  0-2118),  dated  Janu¬ 
ary  29,  1993 

Exhibit  4.7  to  Prime’s  Registration  State¬ 
ment  on  Form  S-l,  filed  July  14,  1995,  as 
amended. 

Exhibit  10.4  to  the  November  1997 

Form  10-Q 

Exhibit  4  to  the  May  1996  Prime  8-K 


15 


Exhibit  Number 
10.10.1 

10.11 

10.11.1 

10.11.2 

10.11.3 

10.11.4 

10.11.5 

10.11.6 

10.11.7 

10.11.8 

10.11.9 

10.11.10 

10.11.11 


Description 

First  Amendment  to  Series  1996-1  Supple¬ 
ment,  dated  as  of  August  28,  1997,  to  the 
Pooling  and  Servicing  Agreement 

Receivables  Purchase  Agreement,  dated  as 
of  December  15,  1992  (the  “Receivables 
Purchase  Agreement” ),  among  Abraham  & 
Straus,  Inc.,  Bloomingdale’s,  Inc.,  Burdines, 
Inc.,  Jordan  Marsh  Stores  Corporation,  Laz¬ 
arus,  Inc.,  Rich's  Department  Stores,  Inc., 
Stem’s  Department  Stores,  Inc.,  The  Bon, 
Inc.  and  Prime 

First  Amendment,  dated  as  of  June  23,  1993, 
to  the  Receivables  Purchase  Agreement 

Second  Amendment,  dated  as  of  Decem¬ 
ber  1,  1993,  to  the  Receivables  Purchase 
Agreement 

Third  Amendment,  dated  as  of  February  28, 
1994,  to  the  Receivables  Purchase  Agree¬ 
ment 

Fourth  Amendment,  dated  as  of  May  31, 

1994,  to  the  Receivables  Purchase  Agree¬ 
ment 

Fifth  Amendment,  dated  as  of  April  30, 

1995,  to  the  Receivables  Purchase  Agree¬ 
ment 

Sixth  Amendment,  dated  as  of  August  26, 
1995,  to  the  Receivables  Purchase  Agree¬ 
ment 

Seventh  Amendment,  dated  as  of  August  26, 

1995,  to  the  Receivables  Purchase  Agree¬ 
ment 

Eighth  Amendment,  dated  as  of  May  14, 

1996,  to  the  Receivables  Purchase  Agree¬ 
ment 

Ninth  Amendment,  dated  as  of  March  3, 

1997,  to  the  Receivables  Purchase  Agree¬ 
ment. 

First  Supplement,  dated  as  of  September  15, 

1993,  to  the  Receivables  Purchase  Agree¬ 
ment 

Second  Supplement,  dated  as  of  May  31, 

1994,  to  the  Receivables  Purchase  Agree¬ 
ment 


Document  if  Incorporated  by  Reference 

Exhibit  10.5  to  the  November  1997 
Form  10-Q 

Exhibit  10.2  to  Prime’s  Form  8- A 

Exhibit  10.14.1  to  1993  Form  10-K 
Exhibit  10.14.2  to  1993  Form  10-K 

Exhibit  10.14.3  to  1993  Form  10-K 

Exhibit  10.13.4  to  the  1994  Form  10-K 

Exhibit  10.12.5  to  the  1995  Form  10-K 

Exhibit  10.13.6  to  the  1997  Form  10-K 

Exhibit  10.13.7  to  the  1997  Form  10-K 

Exhibit  10.13.8  to  the  1997  Form  10-K 

Exhibit  10.13.9  to  the  1997  Form  10-K 

Exhibit  10.14.4  to  1993  Form  10-K 

Exhibit  10.12.7  to  the  1995  Form  10-K 


16 


Exhibit  Number 
10.12 


10.13 


10.14 

10.15 

10.16 

10.17 

10.18 


10.19 


10.20 


10.21 


Description 

Depository  Agreement,  dated  as  of  Decem¬ 
ber  31,  1992,  among  Deerfield  Funding  Cor¬ 
poration,  now  known  as  Seven  Hills  Funding 
Corporation  (“Seven  Hills”),  the  Company, 
and  Chase  Bank,  as  Depository 

Liquidity  Agreement,  dated  as  of  Decem¬ 
ber  31,  1992,  among  Seven  Hills,  the  Com¬ 
pany,  the  financial  institutions  named 
therein,  and  Credit  Suisse,  New  York 
Branch,  as  Liquidity  Agent 

Pledge  and  Security  Agreement,  dated  as  of 
December  31,  1992,  among  Seven  Hills,  the 
Company,  Chase  Bank,  as  Depository  and 
Collateral  Agent,  and  the  Liquidity  Agent 

Commercial  Paper  Dealer  Agreement,  dated 
as  of  December  31,  1992,  among  Seven 
Hills,  the  Company,  and  Goldman  Sachs 
Money  Markets,  L.P. 

Commercial  Paper  Dealer  Agreement,  dated 
as  of  December  31,  1992,  among  Seven 
Hills,  the  Company,  and  Shearson  Lehman 
Brothers,  Inc. . 

Receivables  Purchase  Agreement,  dated  as 
of  January  22,  1997,  among  FDS  National 
Bank  and  Prime  II  Receivables  Corporation 
(“Prime  II”) 

Class  A  Certificate  Purchase  Agreement, 
dated  as  of  January  22,  1997,  among  Prime 
II,  FDS  National  Bank,  The  Class  A  Pur¬ 
chasers  Parties  thereto  and  Credit  Suisse 
First  Boston,  New  York  Branch,  as  Agent 

Class  B  Certificate  Purchase  Agreement, 
dated  as  of  January  22^  1997,  among  Prime 
II,  FDS  National  Bank,  The  Class  B  Pur¬ 
chasers  Parties  thereto  and  Credit  Suisse 
First  Boston,  New  York  Branch,  as  Agent 

Pooling  and  Servicing  Agreement,  dated  as 
of  January  22,  1997,  (the  “Prime  II  Pooling 
and  Servicing  Agreement”)  among  Prime  II, 
FDS  National  Bank  and  The  Chase  Manhat¬ 
tan  Bank,  as  Trustee 

Series  1997-1  Supplement,  dated  as  of  Janu¬ 
ary  22,  1997,  to  the  Prime  II  Pooling  and 
Servicing  Agreement 


Document  if  Incorporated  by  Reference 

Exhibit  10.15  to  Company’s  Annual  Report 
on  Form  10-K  (File  No.  1-10951)  for  the 
fiscal  year  ended  January  30,  1993  (“1992 
Form  10-K”) 

Exhibit  10.16  to  1992  Form  10-K 


Exhibit  10.17  to  1992  Form  10-K 


Exhibit  10.18  to  1992  Form  10-K 


Exhibit  10.19  to  1992  Form  10-K 


Exhibit  10.19  to  the  1997  Form  10-K 


Exhibit  10.20  to  the  1997  Form  10-K 


Exhibit  10.21  to  the  1997  Form  10-K 


Exhibit  10.22  to  the  1997  Form  10-K 


Exhibit  10:23  to  the  1997  Form  10-K 
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Exhibit  Number 


Description 


Document  if  Incorporated  by  Reference 


10.22 

10.23 

10.24 

10.25 

10.26 

10.27 

10.28 

10.29 

10.30 

10.31 

10.32 

10.33 


Commercial  Paper  Dealer  Agreement,  dated 
as  of  January  30,  1997,  between  the  Com¬ 
pany  and  Citicorp  Securities,  Inc. 

Commercial  Paper  Issuing  and  Paying  Agent 
Agreement,  dated  as  of  January  30,  1997, 
between  Citibank,  N.A.  and  the  Company 

Commercial  Paper  Dealer  Agreement,  dated 
as  of  January  30,  1997,  between  the  Com¬ 
pany  and  Lehman  Brothers,  Inc 

Tax  Sharing  Agreement 

Ralphs  Tax  Indemnification  Agreement 

Account  Purchase  Agreement  dated  as  of 
May  10,  1991,  by  and  among  Monogram 
Bank,  USA,  Macy’s,  Macy  Credit  Corpora¬ 
tion,  Macy  Funding,  Macy’s  California,  Inc., 
Macy’s  Northeast,  Inc.,  Macy’s  South,  Inc., 
Bullock’s  Inc.,  I.  Magnin,  Inc.,  Master  Ser¬ 
vicer,  and  Macy  Specialty  Stores,  Inc.  ** 

Amended  and  Restated  Credit  Card  Program 
Agreement,  dated  as  of  June  4,  1996,  among 
GE  Capital  Consumer  Card  Co,  (“GE 
Bank”),  FDS  National  Bank,  Macy’s  East, 
Inc.,  Macy’s  West,  Inc.,  Bullock’s,  Inc., 
Broadway  Stores,  Inc.,  FACS  Group,  Inc., 
and  MSS-Delaware,  Inc.  ** 

Amended  and  Restated  Trade  Name  and 
Service  Mark  License  Agreement,  dated  as 
of  June  4,  1996,  among  the  Company,  GE 
Bank  and  General  Electric  Capital  Corpora¬ 
tion  (“GE  Capital”) 

FACS  Credit  Services  and  License  Agree¬ 
ment,  dated  as  of  June  4,  1996,  by  and 
among  GE  Bank,  GE  Capital  and  FACS 
Group,  Inc.  ** 

FDS  Guaranty,  dated  as  of  June  4,  1996 

GE  Capital  Credit  Services  and  License 
Agreement,  dated  as  of  June  4;  1996,  among 
GE  Capital,  FDS  National  Bank,  the  Com¬ 
pany  and  FACS  Group,  Inc.  ** 

GE  Capital/GE  Bank  Credit  Services  Agree¬ 
ment,  dated  as  of  June  4,  1996,  among  GE 
Capital  and  GE  Bank  ** 


Exhibit  10.24  to  the  1997  Form  10-K 

Exhibit  10.25  to  the  1997  Form  10-K 

Exhibit  10.26  to  the  1997  Form  10-K 

Exhibit  10.10  to  Form  10 
Exhibit  10.1  to  Form  10 
Exhibit  19.2  to  Macy’s  Quarterly  Report  on 
Form  10-Q  for  die  fiscal  quarter  ended 
May  4,  .  1991  (File  No.'  33-6192),  as 
amended  under  cover  of  Form  8,  dated  Octo¬ 
ber  3,  1991  (“Macy’s  May  1991 

Form  10-Q”) 

Exhibit  10.1  to  the  Company’s  Quarterly 
Report  on  Form  10-Q  for  the  period  ended 
August  3,  1996  (the  “August  1996 

Form  10-Q”) 


Exhibit  10.2  to  the  August  1996  Form  10-Q 


Exhibit  10.3  to  the  August  1996  Form  10-Q 


Exhibit  10.4  to  the  August  1996  Form  10-Q 
Exhibit  10.5  to  the  August  1996  Form  10-Q 


Exhibit  10.6  to  the  August  1996  Form  10-Q 
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Exhibit  Number 


10.34 


10.35 

10.36 

10.37 

10.38 

10.39 

1040 

1041 

1042 

1043 

1044 

1045 

1046 

1047 

1048 


Description 

Amended  and  Restated  Commercial  Ac¬ 
counts  Agreement,  dated  as  of  June  4,  1996, 
among  GE  Capital,  the  Company,  FDS  Na¬ 
tional  Bank,  Macy’s  East,  Inc.,  Macy’s 
West,  Inc.,  Bullock's,  Inc.,  Broadway 
Stores,  Inc.,  FACS  Group,  Inc.  and  MSS- 
Delaware,  Inc.** 

1992  Executive  Equity  Incentive  Plan  * 

1995  Executive  Equity  Incentive  Plan,  as 
amended  and  restated  as  of  May  16,  1997* 

1992  Incentive  Bonus  Plan,  as  amended  and 
restated  as  of  December  12,  1997  * 

Form  of  Severance  Agreement  * 

Form  of  Indemnification  Agreement  * 
Senior  Executive  Medical  Plan  * 

Employment  Agreement,  dated  as  of 

June  24,  1994,  between  Allen  I.  Questrom 
and  the  Company  * 

Employment  Agreement,  dated  as  of 

March  10,  1997,  between  James  M.  Zim¬ 
merman  and  the  Company  * 

Employment  Agreement,  dated  as  of 

May  16,  1997,  between  Terry  J.  Lundgren 
and  the  Company  * 

Form  of  Employment  Agreement  for  Execu¬ 
tives  and  Key  Employees  * 

Supplementary  Executive  Retirement  Plan, 
as  amended  and  restated  as  of  January  1, 
1997 

Executive  Deferred  Compensation  Plan,  as 
amended* 

Profit  Sharing  401  (k)  Investment  Plan 
(amending  and  restating  the  Retirement  In¬ 
come  and  Thrift  Incentive  Plan)  effective  as 
of  April  1,  1997  * 

Cash  Account  Pension  Plan  (amending  and 
restating  The  Federated  Pension  Plan)  effec¬ 
tive  as  of  January  1,  1997* 


Document  if  Incorporated  by  Reference 

Exhibit  10.7  to  the  August  1996  Form  10-Q 


Exhibit  10.12  to  Form  10 

Exhibit  10.1  to  the  Company’s  Quarterly 
Report  on  Form  10-Q  for  the  period  ended 
May  3,  1997 


Exhibit  10.33  to  the  1994  Form  10-K 
Exhibit  10.14  to  Form  10 
Exhibit  10.1.7  to  1989  Form  10-K 

Exhibit  10.59  to  the  1994  S-4  Registration 
Statement 

Exhibit  10.44  to  the  1997  Form  10-K 


Exhibit  10.31  to  1993  Form  10-K 
Exhibit  1046  to  the  1997  Form  10-K* 

Exhibit  1047  to  the  1997  Form  10-K 
Exhibit  10.48  to  the  1997  Form  10-K 


Exhibit  10.49  to  the  1997  Form  10-K 
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Exhibit  Number 

Description 

Document  if  Incorporated  by  Reference 

21  ,  •■■■; 

Subsidiaries 

22 

Consent  of  KPMG  Peat  Marwick  LLP 

23 

Powers  of  Attorney 

27 

Financial  Data  Schedule 

*  Constitutes  a  compensatory  plan  or  arrangement. 

**  Confidential  portions  of  this  Exhibit  were  omitted  and  filed  separately  with  the  SEC  pursuant  to 
Rule  24b-2  under  the  Exchange  Act. 


SIGNATURES 

Pursuant  to  the  requirements  of  Section  13  or  15(d)  of  the  Securities  Exchange  Act  of  1934,  the  Registrant  has  duly 
caused  this  report  to  be  signed  on  its  behalf  by  the  undersigned,  thereunto  duly  authorized. 

FEDERATED  DEPARTMENT  STORES,  INC. 


By:  _ Isl  Dennis  J.  Broderick _ 

Dennis  J.  Broderick 

Senior  Vice  President ,  General  Counsel  and  Secretary 

Date:  April  16,  1998 

Pursuant  to  the  requirements  of  the  Securities  Exchange  Act  of  1934,  this  report  has  been  signed  below  by  the 
following  persons  on  behalf  of  the  Registrant  and  in  the  capacities  indicated  on  April  16, 1998. 


Signature 

■  * 

James  M.  Zimmerman 

* 

Terry  J.  Lundgren 
'  * 

Ronald  W.  Tysoe 

* 

Karen  M.  Hoguet  ■ 

* 


Title 

Chairman  of  the  Board  and  Chief  Executive  Officer 
(principal  executive  officer)  and  Director 

President  and  Chief  Merchandising  Officer  and  Director 
Vice  Chairman  and  Director 

Senior  Vice  President,  Chief  Financial  Officer  and  Treasurer 
Vice  President  and  Controller  (principal  accounting  officer) 


Joel  A.  Belsky 

_  *  _ Director 

Meyer  Feldberg 

_ _ _ .  Director 

Earl  G.  Graves,  Sr. 

_ _ * _  Director 

George  V.  Grune 

*  _ _ _  Director 

Sara  Levinson 

*  _  Director 

:  Joseph  Neubauer 

_ * _ _  Director 

Joseph  A.  Pichler 

_  * _ Director 

Karl  M.  von  der  Heyden 

_ __* _  • _  Director 

Craig  E.  Weatherup 

*  _ _  Director 

Mama  C.  Whittington 


*  The  undersigned,  by  signing  his  name  hereto,  does  sign  and  execute  this  Annual  Report  on  Form  10-K  pursuant  to  the 
Powers  of  Attorney  executed  by  the  above-named  officers  and  directors  and  filed  herewith. 

By: _  /s/  Dennis  J.  Broderick  _ 

Dennis  J.  Broderick 
Attomey-in-Fact 
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MANAGEMENT’ S  REPORT 


To  the  Shareholders  of 
Federated  Department  Stores,  Inc.: 

The  integrity  and  consistency  of  the  consolidated  financial  statements  of  Federated  Department  Stores,  Inc. 
and  subsidiaries,  which  were  prepared  in  accordance  with  generally  accepted  accounting  principles,  are  the 
responsibility  of  management  and  properly  include  some  amounts  that  are  based  upon  estimates  and  judgments. 

The  Company  maintains  a  system  of  internal  accounting  controls,  which  is  supported  by  a  program  of 
internal  audits  with  appropriate  management  follow-up  action,  to  provide  reasonable  assurance,  at  appropriate 
cost,  that  the  Company’s  assets  are  protected  and  transactions  are  properly  recorded.  Additionally,  the  integrity  of 
the  financial  accounting  system  is  based  on  careful  selection  and  training  of  qualified  personnel,  organizational 
arrangements  which  provide  for  appropriate  division  of  responsibilities  and  communication  of  established  written 
policies  and  procedures. 

The  consolidated  financial  statements  of  the  Company  have  been  audited  by  KPMG  Peat  Marwick  LLP, 
independent  certified  public  accountants.  Their  report  expresses  their  opinion  as  to  the  fair  presentation,  in  all 
material  respects,  of  the  financial  statements  and  is  based  upon  their  independent  audits  conducted  in  accordance 
with  generally  accepted  auditing  standards. 

The  Audit  Review  Committee,  composed  solely  of  outside  directors,  meets  periodically  with  the  indepen¬ 
dent  certified  public  accountants,  the  internal  auditors  and  representatives  of  management  to  discuss  auditing  and 
financial  reporting  matters.  In  addition,  the  independent  certified  public  accountants  and  the  Company’s  internal 
auditors  meet  periodically  with  the  Audit  Review  Committee  without  management  representatives  present  and 
have  free  access  to  the  Audit  Review  Committee  at  any  time.  The  Audit  Review  Committee  is  responsible  for 
recommending  to  the  Board  of  Directors  the  engagement  of  the  independent  certified  public  accountants,  which  is 
subject  to  shareholder  approval,  and  the  general  oversight  review  of  management’s  discharge  of  its  responsibili¬ 
ties  with  respect  to  the  matters  referred  to  above. 

James  M.  Zimmerman 

Chairman  and  Chief  Executive  Officer 

Karen  M.  Hoguet 

Senior  Vice  President,  Chief  Financial  Officer  and  Treasurer 
Joel  A.  Belsky 

Vice  President  and  Controller 
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INDEPENDENT  AUDITORS’  REPORT 

The  Board  of  Directors  and  Shareholders 
Federated  Department  Stores,  Inc.: 

We  have  audited  the  accompanying  consolidated  balance  sheets  of  Federated  Department  Stores,  Inc.  and 
subsidiaries  as  of  January  31,  1998  and  February  1,  1997,  and  the  related  consolidated  statements  of  income, 
changes  in  shareholders’  equity  and  cash  flows  for  the  fifty-two  week  periods  ended  January  31,  1998  and 
February  1, 1997  and  the  fifty-three  week  period  ended  February  3, 1996.  These  consolidated  financial  statements 
are  the  responsibility  of  management.  Our  responsibility  is  to  express  an  opinion  on  these  consolidated,  financial 
statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plain  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are  free 
of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement  presentation.  We 
believe  that  our  audits  provide  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  consolidated  financial  statements  referred  to  above  present  fairly,  in  all  material  respects, 
the  financial  position  of  Federated  Department  Stores,  Inc.  and  subsidiaries  as  of  January  31,  1998  and 
February  1,  1997,  and  the  results  of  their  operations  and  their  cash  flows  for  the  fifty-two  week  periods  ended 
January  31,  1998  and  February  1,  1997  and  the  fifty-three  week  period  ended  February  3,  1996,  in  conformity 
with  generally  accepted  accounting  principles. 

KPMG  PEAT  MARWICK  LLP 

Cincinnati,  Ohio 
March  3,  1998 
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FEDERATED  DEPARTMENT  STORES,  INC, 

CONSOLIDATED  STATEMENTS  OF  INCOME 
(millions,  except  per  share  data) 


Net  sales,  including  leased  department  sales  ..........  V 

Cost  of  sales: 

Recurring. . . . . . 

Inventory  valuation  adjustments  related  to 

consolidation - - . . - - - - .......... 

Total  cost  of  sales . . .  . . . . . . 

Selling,  general  and  administrative  expenses: 

Recurring . . . . . . . . 

Business  integration  and  consolidation  expenses  ... ... , , 

Charitable  contribution  to  Federated  Department  Stores 
Foundation . . 

Total  selling,  general  and  administrative  expenses  ....... 

Operating  income . . . . . 

Interest  expense  . . . . . 

Interest  income . . . . . . 

Income  before  income  taxes  and  extraordinary  item  ..... 
Federal,  state  and  local  income  tax  expense . . 

Income  before  extraordinary  item . . . 

Extraordinary  item . . 

Net  income . . . . 

Basic  earnings  per  share: 

Income  before  extraordinary  item . . . . 

Extraordinary  item  .  . . . . . . 

Net  income . . . . . 

Diluted  earnings  per  share: 

Income  before  extraordinary  item . . . 

Extraordinary  item . . 

Net  income . . . 


52  Weeks  Ended 

52  Weeks  Ended 

53  Weeks  Ended 

January  31,  1998 

February  1, 1997 

February  3,  1996 

$15,668 

$15,229 

$15,049 

9,581 

9,289 

9,318 

_ 

65 

92 

9,581 

9,354 

•9,410 

4,746 

4,739  . 

4,748 

243 

202 

— 

_ 

26 

4,746 

4,982 

4,976 

1,341 

893 

663 

(418) 

(499) 

(508) 

35 

47 

47 

958 

441 

202 

(383) 

(175) 

(127) 

575 

266 

75 

(39) 

- 

- 

$  536 

$  266 

$  75 

$  2.74 

$  1.28 

$  .39 

(.18) 

- 

- 

$  2.56 

$  1.28 

$  .39 

$  2.58 

$  1.24 

$  .39 

(.17) 

- 

- 

$  2.41 

v  $  1.24 

$  .39 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 


FEDERATED  DEPARTMENT  STORES,  INC. 

CONSOLIDATED  BALANCE  SHEETS 
(millions) 


ASSETS 

Current  Assets: 

Cash . . . . . 

Accounts  receivable  . . . . 

Merchandise  inventories . . 

Supplies  and  prepaid  expenses . 

Deferred  income  tax  assets . . . . . - 

Total  Current  Assets . 

Property  and  Equipment  -  net  . . 

Intangible  Assets  -  net  . . . 

Other  Assets . . . 

Total  Assets . . . . 


LIABILITIES  AND  SHAREHOLDERS 9  EQUITY 

Current  Liabilities: 

Short-term  debt . . . . . . . . 

Accounts  payable  and  accrued  liabilities . . 

Income  taxes  . . . . . . . 

Total  Current  Liabilities . . . 

Long-Term  Debt . . . 

Deferred  Income  Taxes . . . . . . 

Other  Liabilities . . . . . . 

Shareholders’  Equity . . . . . . . 

Total  Liabilities  and  Shareholders’  Equity  ....... _ 


January  31,  1998  February  1, 1997 


$  142 

$  149 

2,640 

2,834 

3,239 

3,246 

115. 

110 

58 

88 

6,194 

6,427 

6,520 

6,525 

690 

717 

334 

595 

$13,738 

$14,264 

$  556 

2,416 

88 

$1,095 

2,492 

9 

3,060 

3,596 

3,919 

*4,606 

939 

831 

564 

562 

5,256 

4,669 

$13,738 

$14,264 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 

CONSOLIDATED  STATEMENTS  OF  CHANGES  IN  SHAREHOLDERS’  EQUITY 

(millions) 


Common 

Stock 

Additional 

Paid-In 

Capital 

Accumulated 

Equity 

Treasury 

Stock 

Other 

Total 

Shareholders* 

Equity 

Balance  at  January  28,  1995  . 

.  $2 

$3,712 

$  493 

$(559) 

$(8) 

$3,640 

Net  income . . . 

75 

75 

Stock  issued  under  stock  plans  . 

15 

(3) 

12 

Restricted  stock  plan  amortization 
Income  tax  benefit  related  to  stock 

■ 

.  5 

5 

plan  activity . . . . . 

2 

2 

Stock  issued  in  acquisition  and  other . . . 

540 

540 

Balance  at  February  3,  1996  . 

2 

4,269 

568 

(562) 

(3) 

4,274 

Net  income . . . . . 

266 

266 

Stock  issued  under  stock  plans . 

125 

(4) 

121 

Restricted  stock  plan  amortization 

Income  tax  benefit  related  to  stock 

2 

2 

plan  activity . 

6 

6 

Balance  at  February  1,  1997  . 

2 

4,400 

834 

(566) 

(1) 

4,669 

Net  income . 

536 

536 

Stock  issued  under  stock  plans . 

46 

(7) 

(1) 

38 

Deferred  compensation  plan 

distributions . 

1 

1 

Income  tax„benefit  related  to  stock 

plan  activity . 

15 

15 

Minimum  pension  liability  adjustment . . 

_(3) 

(3) 

Balance  at  January  31,  1998  . 

$2 

$4,461 

$1,370 

$(572) 

$£>) 

....  $5,256 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
CONSOLIDATED  STATEMENTS  OF  CASH  FLOWS 
(millions) 


52  Weeks  Ended 

52  Weeks  Ended 

53  Weeks  Ended 

January  31, 1998 

February  1, 1997 

February  3, 1996 

Cash  flows  from  operating  activities: 

Net  income . . . . . . . 

$  536 ... 

$  266 

$  75 

Adjustments  to  reconcile  net  income  to  net  cash  provided  by  operating 

activities: 

Depreciation  and  amortization  of  property  and  equipment . 

563 

504 

445 

Amortization  of  intangible  assets . . . . , . 

27 

27 

47 

Amortization  of  financing  costs  . .  .... 

20 

27 

22 

Amortization  of  unearned  restricted  stock  . . . 

- 

2 

5 

Loss  on  early  extinguishment  of  debt  . . . . 

39 

-  , 

Changes  in  assets  and  liabilities,  net  of  effects  of  acquisition: 
(Increase)  decrease  in  accounts  receivable  . . . . . . . . . . 

194 

223 

(21) 

(Increase)  decrease  in  merchandise  inventories . . . . 

7 

(151) 

(362) 

(Increase)  decrease  in  supplies  and  prepaid  expenses . . 

(5) 

67 

(68) 

(Increase)  decrease  in  other  assets  not  separately  identified . 

(7) 

(12) 

61 

Increase  (decrease)  in  accounts  payable  and  accrued  liabilities 

not  separately  identified. . . . . 

(36) 

177 

(83) 

Increase  (decrease)  in  current  income  taxes . . . . . .  i . 

103 

2 

(45) 

Increase  in  deferred  income  taxes . . 

138 

84 

192 

Increase  (decrease)  in  other  liabilities  not  separately  identified  . . 

(6) 

4 

27 

Net  cash  provided  by  operating  activities . 

1,573 

1,220 

295 

Cash  flows  from  investing  activities: 

Acquisition,  net  of  cash  acquired . . . . . . v . 

_ 

_ 

16 

Purchase  of  property  and  equipment  . . . . . . . . . 

(696) 

(846) 

(696) 

Disposition  of  property  and  equipment . 

178 

196 

.47 

Collection  of  note  receivable  . . 

200 

.  - 

- 

Net  cash  used  by  investing  activities . 

(318) 

(650) 

(633) 

Cash  flows  from  financing  activities: 

Debt  issued . . . . . . 

763 

689 

1,347 

Financing  costs  . .  .  . 

(7) 

(id 

(27) 

Debt  repaid . . . . 

(2,027)  . 

(1,335) 

(1,020) 

Decrease  in  outstanding  checks  . . . . . . . 

(45) 

(65) 

(10) 

Acquisition  of !  treasury  stock . . . . . 

(2) 

(1) 

(1) 

Issuance  of  coinmon  stock . . . . 

56 

129 

16 

Net  iash  provided  (used)  by  financing  activities ............ 

(1,262) 

(594) 

305 

Net  decrease  in  cash .  . . . ... . . 

(7) 

(24) 

(33) 

Cash  beginning  if  period . . . . . . . . 

149 

173 

206 

Cash  end  of  period . . 

$  142 

$  149 

$  173 

Supplemental  ca^h  flow  information: 

Interest  paid  . . . . . . . 

$  412 

$  465 

$  444 

Interest  received . . 

38 

.46 

46 

Income  taxes  paid  (net  of  refunds  received)  . . . 

121 

21 

35 

Schedule  of  noncash  investing  and  financing  activities: 

Debt  and  merger  related  liabilities  issued,  reinstated  or 

assumed  in  acquisition . . . . . . . . . . 

-  —  -• 

•  -  - 

1,267 

Equity  issued  in  acquisition . . . . . 

T 

■  -  ■' 

353 

Debt  and  equity  issued  for  purchase  of  debt . . . 

•“  :  • 

.  - 

430 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS 


1*  Organization  and  Summary  of  Significant  Accounting  Policies 

Federated  Department  Stores,  Inc.  (the  “Company”)  is  a  retail  organization  operating  department  stores  that 
sell  a  wide  range  of  merchandise,  including  women’s,  men’s  and  children’s  apparel,  cosmetics,  home  furnishings 
and  other  consumer  goods. 

The  Consolidated  Financial  Statements  include  the  accounts  of  the  Company  and  its  subsidiaries.  All 
significant  intercompany  transactions  have  been  eliminated.  The  preparation  of  financial  statements  in  conformity 
with  generally  accepted  accounting  principles  requires  management  to  make  estimates  and  assumptions  that 
affect  the  reported  amounts  of  assets  and  liabilities  and  disclosure  of  contingent  assets  and  liabilities  at  the  date  of 
the  financial  statements  and  the  reported  amounts  of  revenues  and  expenses  during  the  reporting  period.  Such 
estimates  and  assumptions  are  subject  to  inherent  uncertainties,  which  may  result  in  actual  amounts  differing 
from  reported  amounts. 

Cash  includes  cash  and  liquid  investments  with  original  maturities  of  three  months  or  less. 

Installments  of  deferred  payment  accounts  receivable  maturing  after  one  year  are  included  in  current  assets 
in  accordance  with  industry  practice.  Such  accounts  are  accepted  on  customary  revolving  credit  terms  and  offer 
the  customer  the  option  of  paying  the  entire  balance  on  a  25-day  basis  without  incurring  finance  charges. 
Alternatively,  customers  may  make  scheduled  minimum  payments  and  incur  competitive  finance  charges. 
Minimum  payments  vary  from  2.5%  to  100.0%  of  the  account  balance,  depending  on  the  size  of  the  balance. 
Profits  on  installment  sales  are  included  in  income  when  the  sales  are  made.  Finance  charge  income  is  treated  as  a 
reduction  of  selling,  general  and  administrative  expenses. 

Substantially  all  merchandise  inventories  are  valued  by  the  retail  method  and  stated  on  the  LIFO  (last-in, 
first-out)  basis,  which  is  generally  lower  than  market. 

Depreciation  and  amortization  are  provided  primarily  on  a.  straight-line  basis  over  the  shorter  of  estimated 
asset  lives  or  related  lease  terms.  Estimated  asset  lives  range  from  15  to  50  years  for  buildings  and  building 
equipment  and  3  to  15  years  for  store  fixtures  and  equipment.  Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  under  development  are  capitalized.  Amounts  capitalized  are  amortized  over  the  estimated  lives 
of  the  related  depreciable  assets.  The  carrying  value  of  property  and  equipment  is  periodically  reviewed  and 
adjusted  appropriately  by  the  Company  whenever  events  or  changes  in  circumstances  indicate  that  the  estimated 
fair  value  is  less  than  the  carrying  amount. 

Intangible  assets  are  amortized  on  a  straight-line  basis  over  their  estimated  lives  (see  Note  8).  The  carrying 
value  of  intangible  assets  is  periodically  reviewed  by  the  Company  and  impairments  are  recognized  when  the 
present  value  of  the  expected  future  operating  cash  flows  derived  from  such  intangible  assets  is  less  than  then- 
carrying  value.  •  ...... 

Advertising  and  promotional  costs,  which  are  generally  expensed  as  incurred,  amounted  to  $680  million  and 
$618  million  for  the  52  weeks  ended  January  31,  1998  and  February  1,  1997,  respectively,  and  $633  million  for 
the  53  weeks  ended  February  3,  1996. 

Financing  costs  are  amortized  over  the  life  of  the  related  debt. 
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Income  taxes  are  accounted  for  under  the  asset  and  liability  method.  Deferred  income  tax  assets  and 
liabilities  are  recognized  for  the  future  tax  consequences  attributable  to  differences  between  the  financial 
statement  carrying  amounts  of  existing  assets  and  liabilities  and  their  respective  tax  bases,  and  net  operating  loss 
and  tax  credit  carryforwards.  Deferred  income  tax  assets  and  liabilities  are  measured  using  enacted  tax  rates 
expected  to  apply  to  taxable  income  in  the  years  in  which  those  temporary  differences  are  expected  to  be 
recovered  or  settled.  The  effect  on  deferred  income  tax  assets  and  liabilities  of  a  change  in  tax  rates  is  recognized 
in  income  in  the  period  that  includes  the  enactment  date. 

The  cost  of  postretirement  benefits  other  than  pensions  is  recognized  in  the  financial  statements  over  an 
employee's  term  of  service  with  the  Company. 

The  Company  accounts  for  its  stock-based  employee  compensation  plan  in  accordance  with  Accounting 
Principles  Board  Opinion  No.  25  and  related  interpretations  (see  Note  14). 

Earnings  per  share  are  computed  in  accordance  with  Statement  of  Financial  Accounting  Standards  (SFAS) 
No.  128  “Earnings  Per  Share”  (see  Note  17), 

Certain  reclassifications  were  made  to  prior  years'  amounts  to  conform  with  the  classifications  of  such 
amounts  for  the  most  recent  year. 

In  1997 i  the  Financial  Accounting  Standards  Board  (FASB)  issued  SFAS  No.  130,  “Reporting  Comprehen¬ 
sive  Income/'  which  establishes  standards  for  the  reporting  and  display  of  comprehensive  income  and  its 
components,  and  SFAS  No.  131,  “Disclosures  about  Segments  of  an  Enterprise  and  Related  Information/’  which 
establishes  annual  and  interim  reporting  and  disclosure  standards  for  an  enterprise's  operating  segments.  In 
February  1998,  the  FASB  issued  SFAS  No.  132,  “Employers'  Disclosures  about  Pensions  and  Other  Postretire¬ 
ment  Benefits,”  which  revises  the  disclosure  requirements  for  pensions  and  other  postretirement  benefit  plans. 
All  three  statements  are  effective  for  fiscal  years  beginning  after  December  15,  1997.  Adoption  of  these 
statements  will  not  impact  the  Company's  consolidated  financial  position,  results  of  operations  or  cash  flows, 
and,  where  applicable,  will  be  limited  to  the  form  and  content  of  its  disclosures. 

2.  Acquisition 

The  Company  completed  its  acquisition  of  Broadway  Stores,  Inc.  (“Broadway'')  pursuant  to  an  Agreement 
and  Plan  of  Merger  dated  August  14,  1995.  The  total  purchase  price  of  the  Broadway  acquisition  was 
approximately  $1,620  million,  consisting  of  (i)  12.6  million  shares  of  common  stock  and  options  to  purchase  an 
additional  1.5  million  shares  of  common  stock  valued  at  $353  million  and  (ii)  $1,267  million  of  Broadway  debt. 
In  addition,  a  wholly  owned  subsidiary  of  the  Company  purchased  $422  million  of  mortgage  indebtedness  of 
Broadway  for  6.8  million  shares  of  common  stock  of  the  Company  and  a  $242  million  promissory  note. 

The  Broadway  acquisition  was  accounted  for  under  the  purchase  method  and,  accordingly,  the  results  of 
operations  of  Broadway  have  been  included  in  the  Company's  results  of  operations  since  July  29,  1995  and  the 
purchase, price  has  been  allocated  to  Broadway's  assets  and  liabilities  based  on  the  estimated  fair  value  of  these 
assets  and  liabilities  as  of  that  date. 
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3.  Inventory  Valuation  Adjustments  Related  to  Consolidation  and  Business  Integration  and  Consolidation 
Expenses 

In  connection  with  the  consolidation  of  merchandise  inventories  for  acquired  and  pre-existing  businesses, 
the  Company  recorded  one-time  inventory  valuation  adjustments  related  to  merchandise  in  lines  of  business  that 
were  eliminated  or  replaced  as  a  separate  component  of  cost  of  sales.  For  the  52  weeks  ended  February  1,  1997, 
the  amount  recorded  related  to  the  consolidation  of  Broadway  into  the  Company’s  Macy’s  West  division.  For  the 
53  weeks  ended  February  3,  1996,  $69  million  related  to  the  integration  of  Macy’s  into  the  Company,  including 
the  consolidation  of  the  Macy’s  East  division  with  the  Company’s  Abraham  &  Straus/Jordan  Marsh  divisions  and 
$23  million  related  to  the  consolidation  of  the  Company’s  Rich’s/Goldsmith’s  and  Lazarus  divisions. 

Additionally,  the  Company  incurred  certain  one-time  costs  related  to  the  integration  and  consolidation  of 
acquired  and  pre-existing  businesses  and  classified  such  costs  as  business  integration  and  consolidation  expenses 
as  a  separate  component  of  selling,  general  and  administrative  expenses. 

During  the  52  weeks  ended  February  1,  1997,  the  Company  recorded  $243  million  of  business  integration 
and  consolidation  expenses,  consisting  of  $168  million  of  costs  associated  with  the  integration  of  Broadway  into 
the  Company,  $34  million  of  costs  related  to  the  integration  of  Macy’s  into  the  Company  and  $41  million  of  costs 
related  to  other  support  operation  restructurings.  The  major  components  of  the  Broadway  integration  expenses 
were  $90  million  of  costs  associated  with  converting  the  Broadway  stores  to  other  nameplates  of  the  Company 
(including  advertising,  credit  card  issuance  and  promotion  and  other  name  change  expenses),  $29  million  of  costs 
associated  with  operating  Broadway  central  office  functions  for  a  transitional  period  and  $49  million  of  other 
costs  and  expenses  associated  with  the  integration  of  Broadway  into  the  Company,  including  the  disposition  of 
properties.  The  costs  associated  with  the  integration  of  Macy’s  into  the  Company  primarily  related  to  the 
administration  and  integration  of  Company- wide  policies  and  procedures  and  the  elimination  of  duplicative  or 
non-continuing  facilities.  The  costs  associated  with  other  support  operation  restructurings  primarily  related  to  the 
closure  and  disposition  of  warehouses  and  distribution  centers  in  connection  with  the  centralization  of  the 
Company’s  merchandise  distribution  function. 

During  the  53  weeks  ended  February  3,  1996,  the  Company  recorded  $202  million  of  business  integration 
and  consolidation  expenses  associated  with  the  integration  of  Macy’s  and  Broadway  into  the  Company 
($140  million  and  $48  million,  respectively)  and  the  consolidation  of  the  Company’s  Rich’s/Goldsmith’s  and 
Lazarus  divisions  ($14  million).  The  primary  components  of  the  Macy’s  integration  expenses  were  $31  million  of 
costs  to  close  and  sell  certain  stores,  $38  million  of  costs  to  convert  a  number  of  stores  to  other  nameplates,  $31 
million  of  severance  costs  and  $40  million  of  other  costs  and  expenses  associated  with  integrating  Macy’s  into  the 
Company.  The  major  components  of  the  Broadway  integration  expenses  were  $23  million  of  costs  to  close 
certain  stores,  $9  million  of  costs  to  refinance  certain  indebtedness  and  $16  million  of  other  costs  and  expenses 
associated  with  integrating  Broadway  into  the  Company. 

4,  Extraordinary  Item 

jo  dl  'The  extraordinary  item  for  the  52  weeks  ended  January  31,  1998  represents  costs  of  $39  million,  net  of 
income  tax  benefit  of  $25  million,  associated  with  the  prepayment  of  all  amounts  outstanding  under  the 
Company’s  mortgage  loan  facility,  secured  promissory  note,  certain  other  mortgages  and  previous  bank  credit 
facility,  all  of  which  were  retired  and  terminated. 
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5.  Accounts  Receivable 


January  31,  February  1, 
1998  1997 


(millions) 


Due  from  customers . . . .  - . . . . . . . .......  $2,322  $2,523 

Less  allowance  for  doubtful  accounts  . . . 100  96 

2,222  2,427- 

Other  receivables. .  ...vi.. . . 418  407. 

Net  receivables  ...... . ....... . $2,640  $2,834 

Sales  through  the  Company’s  credit  plans  were  $4,002  million  and  $4,191  million  for  the  52  weeks  ended 
January  31,  1998  and  February  1,  1997,  respectively,  and  $4,324  million  for  the  53  weeks  ended  February  3, 
1996.  The  credit  plans  relating  to  certain  operations  of  the  Company,  including  operations  that  were  previously 
conducted  through  divisions  of  Macy’s,  are  owned  by  a  third  party.  Other  receivables  includes  the  current  portion 
of  a  $400  million  9.5%  note  relating  to  the  sale  of  certain  divisions  in  1988.  Th$  $400  million  note,  which  is 
supported  by  a  letter  of  credit,  was  transferred  to  a  grantor  trust  which  borrowed  $352  million  under  a  note 
monetization  facility  and  transferred  such  proceeds  to  the  Company  (see  Note  9).  The  initial  $200  million 
installment  of  the  note  was  received  on  May  5,  1997  and  the  remaining  $200  million  installment  matures  on 
May  3,  1998. 

Finance  charge  income  amounted  to  $391  million  and  $430  million  for  the  52  weeks  ended  January  31, 1998 


and  February  1,  1997,  respectively,  and  $405  million  for  the  53  weeks  ended  February  3, 

Changes  in  allowance  for  doubtful  accounts  are  as  follows: 

52  Weeks  Ended  52  Weeks  Ended 

1996. 

53  Weeks  Ended 

January  31, 1998 

February  1, 1997 
(millions) 

February  3, 1996 

Balance,  beginning  of  year  . . 

$  96 

$  83 

$  45 

Charged  to  costs  and  expenses  . . . . . 

167 

172 

127 

Acquired  . . . . .  . . . . 

- 

16 

Net  uncollectible  balances  written  off  ... . 

(163) 

(159) 

(1,05) 

Balance,  end  of  year  . . . 

. .  $  100 

$  96 

$  83 

6*  Inventories 

Merchandise  inventories  were  $3,239  million  at  January  31,  1998,  compared  to  $3,246  million  at 
February  1,  1997.  At  these  dates,  the  cost  of  inventories  using  the  LIFO  method  approximated  the  cost  of  such 
inventories  using  the  first-in,  first-out  method.  The  application  of  the  LIFO  method  did  not  impact  cost  of  sales 
for  the  52  weeks  ended  January  31,  1998  and  February  1,  1997  or  the  53  weeks  ended  February  3,  1996. 
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7.  Properties  and  Leases 


Land  . . : . 

Buildings  on  owned  land . . . . . . . 

Buildings  on  leased  land  and  leasehold  improvements 

Store  fixtures  and  equipment . . . 

Leased  properties  under  capitalized  leases  . . 

Less  accumulated  depreciation  and  amortization .  .  .  .  . 


January  31, 

1998 

February  1, 
1997 

(millions) 

$1,019 

$1,048 

2,314 

2,307 

1,552 

1,547 

3,305 

2,917 

76 

78 

8,266 

7,897 

1,746 

1,372 

$6,520 

$6,525 

In  connection  with  various  shopping  center  agreements,  the  Company  is  obligated  to  operate  certain  stores 
within  the  centers  for  periods  of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be  operated 
under  a  particular  name. 


The  Company  leases  a  portion  of  the  real  estate  and  personal  property  used  in  its  operations.  Most  leases 
require  the  Company  to  pay  real  estate  taxes,  maintenance  and  other  executory  costs;  some  also  require  additional 
payments  based  on  percentages  of  sales  and  some  contain  purchase  options. 


Minimum  rental  commitments  (excluding  executory  costs)  at  January  31,  1998,  for  noncancellable  leases 
are: 

Capitalized  Operating 


*  Leases  Leases  Total 

(millions) 

Fiscal  year: 

1998..  . . . .  $  13  $  164  $  177 

1999.. . . 12  '151  163 

2000  . 12  145  157 

2001  . . . , . . . . .  12  139  151 

2002  . . . . . . . . . . . . . .  10  130  140 

After  2002 . 73  1,010  1,083 

Total  minimum  lease  payments . . .  132  $1,739  $1,871 

Less  amount  representing  interest  . . . , .  61 

Present  value  of  net  minimum  capitalized  lease  payments  . $  71 


Capitalized  leases  are  included  in  the  Consolidated  Balance  Sheets  as  property  and  equipment  while  the 
related  obligation  is  included  in  short-term  ($5  million)  and  long-term  ($66  million)  debt.  Amortization  of  assets 
subject  to  capitalized  leases  is  included  in  depreciation  and  amortization  expense.  Total  minimum  lease  payments 
shown  above  have  not  been  reduced  by  minimum  sublease  rentals  of  approximately  $7  million  on  capitalized 
leases  and  $19  million  on  operating  leases. 
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Rental  expense  consists  of: 

52  Weeks  Ended 
January  31,  1998 

52  Weeks  Ended 
February  1,  1997 

53  Weeks  Ended 
February  3,  1996 

(millions) 

Real  estate  (excluding  executory  costs) 

Capitalized  leases  - 

Contingent  rentals . . 

Operating  leases- 

$  4 

$  4 

$  4 

Minimum  rentals . . . . 

149 

T51 

137 

Contingent  rentals . . 

23 

21 

20 

176 

176 

161 

Less  income  from  subleases  - 

Capitalized  leases .. . 

1 

1 

- 

Operating  leases , . . 

3 

3:  . 

2 

4 

4  ‘ 

2 

$172 

$172 

$159 

Personal  property  -  Operating  leases . 

$  37 

$  60 

$  64 

8.  Intangible  Assets 

January  31, 

1998 

February  1, 

1997 

(millions) 

Reorganization  value  in  excess  of  amount  allocable  to 

identifiable  assets  . . . . 

$100 

$100 

Excess  of  cost  over  net  assets  acquired  . , . 

294 

294 

Tradenames  . . 

458 

458 

852 

852 

Less  accumulated  amortization .  ... 

162 

135 

Intangible  assets  -  net . 

$690 

$717 

Intangible  assets  are  being  amortized  on  a  straight-line  basis  over  20  years,  except  for  tradenames  which  are 
being  amortized  over  40  years. 
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9.  Financing 


Short-term  debt: 

Receivables  backed  financings . 

Note  monetization  facility . 

Bank  credit  facility . . . 

Current  portion  of  long-term  debt  . . 

Total  short-term  debt . 

Long-term  debt: 

Receivables  backed  financings  . . 

10.0%  Senior  notes  due  2001  . . 

8.5%  Senior  notes  due  2003  . . . 

8.125%  Senior  notes  due  2002 . . . 

5.0%  Convertible  subordinated  notes  due  2003 
7.45%  Senior  debentures  due  2017  ........ 

Short-term  debt  refinanced . . 

6.79%  Senior  debentures  due  2027  . 

Note  monetization  facility . . 

Bank  credit  facility,  mortgages  and  other 

Total  long-term  debt . 


January  31, 

1998 

February  1, 
1997 

(millions) 

$  375 

S  675 

176 

176 

'  - 

132 

5 

112 

$  556 

$1,095 

$1,326 

$1,365 

450 

450 

450 

450 

400 

400 

350 

350 

300 

- 

294 

- 

250 

- 

- 

176 

99 

1,415 

$3,919 

$4,606 

Interest  expense  was  as  follows: 


52  Weeks  Ended 

52  Weeks  Ended 

53  Weeks  Ended 

January  31,  1998 

February  1,  1997 

February  3,  1996 

Interest  on  debt . . . . 

$392 

(millions) 

$464 

‘  $478 

Amortization  of  financing  costs . 

20 

27 

22 

Interest  on  capitalized  leases . . . 

8 

9 

9 

Subtotal . . 

420 

500 

509 

Less: 

Interest  capitalized  on  construction . 

(2) 

(1) 

(1) 

$418 

$499 

$508 
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Future  maturities  of  long-term  debt,  other  than  capitalized  leases  and  including  unamortized  original  issue 
discount  of  $1  million,  are  shown  below: 

Fiscal  year 

1999  ... 

2000  . . . 


689 
998 
800 

After  2003  . . . . . .  844 

On  July  14,  1997,  the  Company  issued  $300  million  of  7.45%  Senior  Debentures  due  2017  and  $250  million 
of  6.79%  Senior  Debentures  due  2027  and,  on  July  28,  1997,  the  Company  entered  into  new  bank  credit 
agreements  which  replaced  its  existing  bank  credit  agreement. 

During  the  52  weeks  ended  January  31,  1998,  with  proceeds  of  the  financings  described  above,  proceeds  of 
the  $200  million  installment  of  a  note  receivable  and  other  funds,  the  Company  repaid  significant  borrowings 
including  $568  million  of  the  Company’s  receivables  backed  certificates,  $516  million  of  outstanding  term 
borrowings  under  its  previous  bank  credit  facility,  the  entire  $345  million  of  outstanding  borrowings  under  its 
mortgage  loan  facility,  the  entire  $221  million  of  borrowings  outstanding  under  its  secured  promissory  note  and 
$176  million  of  borrowings  outstanding  under  its  note  monetization  facility. 

On  February  6,  1998,  the  Company  issued  $300  million  of  7.0%  Senior  Debentures  due  2028.  The  proceeds 
were  used  to  refinance  short-term  borrowings  which  are  classified  as  long-term  debt  as  of  January  31,  1998. 

The  following  summarizes  certain  components  of  the  Company’s  debt: 

Receivables  Backed  Financings 

Receivables  backed  financings  classified  as  short-term  debt  consist  of  receivables  backed  commercial  paper 
issued  by  a  subsidiary  of  the  Company  (of  which  $375  million  and  $146  million  was  outstanding  as  of 
January  31,  1998  and  February  1,  1997,  respectively),  together  with  the  current  portion  of  amounts  due  under 
certain  receivables  backed  certificates  issued  by  a  subsidiary  of  the  Company.  Receivables  backed  financings 
classified  as  long-term  debt  consist  of  receivables  backed  certificates  issued  by  a  subsidiary  of  the  Company, 
which  certificates  represent  undivided  interests  in  a  master  trust  originated  by  such  subsidiary,  bear  interest  at 
rates  ranging  from  6.70%  to  7.95%  per  annum  and  mature  between  December  15, 1999  and  September  15,  2002. 

Bank  Credit  Agreements 

The  Company  and  certain  financial  institutions  are  parties  to  (i)  the  Five-Year  Credit  Agreement,  pursuant  to 
which  such  financial  institutions  have  provided  the  Company  with  a  $1,500  million  revolving  loan  facility  (the 
“Five  Year  Facility”)  and  (ii)  the  364-Day  Credit  Agreement,  pursuant  to  which  such  financial  institutions  have 
provided  the  Company  with  a  $500  million  revolving  loan  facility  (the  “364-Day  Facility”  and,  together  with  the 
Five-Year  Facility,  the  “Revolving  Loan  Facilities”).  The  Company’s  obligations  under  the  Revolving  Loan 
Facilities  are  not  secured  or  guaranteed. 


2001 

2002 


(millions) 

$523 
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As  of  January  31,  1998,  there  were  $150  million  of  revolving  credit  loans  outstanding  under  the  Five-Year 
Facility  which,  as  a  result  of  a  refinancing,  has  been  classified  as  long  term  debt.  Additionally,  there  were 
$112  million  of  letters  of  credit  outstanding  under  the  Revolving  Loan  Facilities.  Revolving  loans  under  the 
Revolving  Loan  Facilities  bear  interest  based  on  published  rates.  As  of  January  31,  1998,  the  average  rate  was 
5.78%  per  annum. 

Commercial  Paper 

On  January  30,  1997,  the  Company  established  a  $400  million  facility  for  the  issuance  from  time  to  time  of 
unsecured  commercial  paper.  The  issuance  of  commercial  paper  under  the  facility  will  have  the  effect,  while  such 
commercial  paper  is  outstanding,  of  reducing  the  Company’s  borrowing  capacity  under  the  Five-Year  Facility  by 
an  amount  equal  to  the  principal  amount  of  such  commercial  paper.  As  of  January  31,  1998,  there  was 
$144  million  of  such  commercial  paper  outstanding  which,  as  a  result  of  a  refinancing,  has  been  classified  as 
long-term  debt.  As  of  February  1,  1997,  no  such  commercial  paper  was  outstanding. 

Senior  Notes  and  Debentures 

The  Senior  Notes  and  the  Senior  Debentures  are  unsecured  obligations  of  the  Company.  The  holders  of  the 
Senior  Debentures  due  2027  may  elect  to  have  such  debentures  repaid  on  July  15,  2004  at  100%  of  the  principal 
amount  thereof,  together  with  accrued  and  unpaid  interest  to  the  date  of  repayment. 

Convertible  Subordinated  Notes 

The  Convertible  Subordinated  Notes  are  unsecured  obligations  of  the  Company  and  are  subordinated  to  all 
existing  and  future  senior  debt  of  the  Company.  The  Convertible  Subordinated  Notes  are  convertible  into  shares 
of  Common  Stock  at  the  rate  of  29.2547  shares  of  Common  Stock  per  $1,000  stated  principal  amount,  subject  to 
adjustment  in  certain  circumstances  to  prevent  dilution.  In  addition,  the  Convertible  Subordinated  Notes  will  be 
redeemable  at  the  Company’s  option,  in  whole  or  in  part,  at  anytime  on  or  after  October  1,  1998,  at  specified 
redemption  prices  plus  accrued  interest  to  the  date  of  redemption. 

Note  Monetization  Facility 

The  note  monetization  facility  represents  debt  of  a  grantor  trust  formed  by  the  Company,  the  final 
installment  of  which  matures  on  May  3, 1998.  Recourse  under  such  debt  is  limited  to  the  trust’s  assets  (consisting 
primarily  of  a  $200  million  receivable  due  on  May  3,  1998)  and  the  Company’s  interest  in  the  trust. 

Other  Financing  Arrangement 

In  addition  to  the  financing  arrangements  discussed  above,  on  January  22,  1997,  the  Company  entered  into 
an  arrangement  providing  for  off  balance  sheet  financing  of  up  to  $200  million  (subsequently  increased  to 
$300  million)  of  non-proprietary  credit  card  receivables  arising  under  accounts  owned  by  the  Company.  At 
January  31, 1998  and  February  1,  1997,  $243  million  and  $104  million  of  borrowings  were  outstanding  under  this 
arrangement,  respectively. 
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10*  Accounts  Payable  and  Accrued  Liabilities 


Merchandise  and  expense  accounts  payable 

Liabilities  to  customers . 

Taxes  other  than  income  taxes  ...... . . . . . 

Accrued  wages  and  vacation  ....... .... . 

Accrued  interest  . . . . . 

Other  . . . . . 


January  31,  February  1, 
1998  1997 


(millions) 


$1,587 

$1,699 

173 

111 

116 

119 

86 

78 

51 

62 

403 

423 

$2,416 

$2,492 

11.  Taxes 

Income  tax  expense  is  as  follows: 


52  Weeks  Ended  52  Weeks  Ended  53  Weeks  Ended 

January  31,  1998  February  1,  1997  February  3, 1996 


Current 

Deferred 

Total 

Current 

Deferred 

(millions) 

Total 

Current 

Deferred 

Total 

Federal . . . 

-  $319 

$(D 

$318 

$176 

-$(31) 

$145. 

$  91 

$13 

$104 

State  and  local ...... 

66 

SD 

65 

36 

(6) 

30 

20 

=  .  __3 

23 

$385 

My 

$383 

$212 

$(37) 

$175 

$111 

$16 

$127 

The  income  tax  expense  reported  differs  from  the  expected  tax  computed  by  applying  the  federal  income  tax 
statutory  rate  of  35%  for  the  52  weeks  ended  January  31,  1998  and  February  1,  1997,  and  the  i53  weeks  ended 
February  3, 1996  to  income  before  income  taxes  and  extraordinary  item.  Tlie  reasons  for  this  difference  and  their 
tax  effects  are  as  follows:  ^ 


52  Weeks  Ended  52  Weeks  Ended  53  Weeks  Ended 
January  31,  1998  February  1,  1997  February  3, 1996 

'•••••,  ;  =  i-.  •  =  -  ..  (millions)  ■' ■, 

Expected  tax '  $335  •  -$154';  v  $  71  v-.-.*. 

State  and  local  income  taxes,  net  of  federal  ;  .  • .  */.  =  .;.v;  ••  -  - 

income  tax  expense  43  ./  20  a.',15  :: 

Permanent  difference  arising  from 

amortization  of  intangible  assets  - - ...  9  9  :  .  >  16  . 

Permanent  difference  resulting  from 

Broadway  acquisition .....:. : : . ;.......  ^  " 

Other - - ... ... . . .  .v. : : . . : . .  ~  (4)  (8)  '  2^2  v 

.v.  ■  ::'  ’$383  "  .  ;  $175  v  .  $i27:  ‘ 
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The  tax  effects  of  temporary  differences  that  give  rise  to  significant  portions  of  the  deferred  tax  assets  and 
deferred  tax  liabilities  are  as  follows: 

January  31,  February  I, 


1998  1997 

(millions) 

Deferred  tax  assets: 

Operating  loss  carryforwards' .  . . .  $  174  $  328 

Accrued  liabilities  accounted  for  on  a  cash  basis  for  tax  purposes  ...  175  189 

Postretirement  benefits  other  than  pensions . . 171  179 

Capitalized  lease  debt . . . 31  31 

Allowance  for  doubtful  accounts . 40  38 

Alternative  minimum  tax  credit  carryforwards . 63  53 

Other......... . 122  148 

Total  gross  defeired  tax  assets . .  776  966 

Deferred  tax  liabilities: 

Excess  of  book  basis  over  tax  basis  of  property  and  equipment  .  (1,345)  (1,376) 

Prepaid  pension  expense . . .  (68)  (68) 

Deferred  gain  from  sale  of  divisions  . . . . (41)  (82) 

Merchandise  inventories  . . . . . . (122)  (115) 

Other . . . . . . . . . . . .  . (81)  (68) 

Total  gross  deferred  tax  liabilities  . . . . (1,657)  (1,709) 

Net  deferred  tax  liability  . . .  $  (881)  $  (743) 


In  assessing  the  realizability  of  deferred  tax  assets,  management  considers  whether  it  is  more  likely  than  not 
that  some  portion  or  ail  of  the  deferred  tax  assets  will  not  be  realized.  The  ultimate  realization  of  deferred  tax 
assets  is  dependent  upon  the  generation  of  future  taxable  income  during  the  periods  in  which  those  temporary 
differences  become  deductible.  Management  considers  the  scheduled  reversal  of  deferred  tax  liabilities  and  tax 
planning  strategies  in  making  this  assessment.  Tax  law  limits  the  use  of  an  acquired  enterprise’  s  net  operating  loss 
carryforwards  to  subsequent  taxable  income  of  the  acquired  enterprise  in  a  consolidated  tax  return  for  the 
combined  enterprise.  As  of  January  31,  1998,  the  Company  estimated  that  the  Macy’s  net  operating  loss 
carryforwards,  which  are  available  to  offset  future  taxable  income  of  the  acquired  Macy’s  enterprise  through 
2008,  were  approximately  $170  million  and  that  Broadway’s  net  operating  loss  carryforwards,  which  are 
available  to  offset  future  taxable  income  of  the  acquired  Broadway  enterprise  through  2009,  were  approximately 
$303  million.  The  Company  also  had  alternative  minimum  tax  credit  carryforwards  of  $63  million,  which  are 
available  to  reduce  future  income  taxes,  if  any,  over  an  indefinite  period. 

12.  Retirement  Plans 

The  Company  has  a  defined  benefit  plan  (“Pension  Plan”)  and  a  defined  contribution  plan  (“Savings  Plan”) 
which  cover  substantially  all  employees  who  work  1,000  hours  or  more  in  a  year.  In  addition,  the  Company  has  a 
defined  benefit  supplementary  retirement  plan  which  includes  benefits,  for  certain  employees,  in  excess  of 
qualified  plan  limitations.  For  the  52  weeks  ended  January  31,  1998  and  February  1,  1997,  and  the  53  weeks 
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ended  February  3,  1996,  net  retirement  expense  for  these  plans  totaled  $35  million,  $29  million  and  $22  million, 
respectively. 

Measurements  of  plan  assets  and  obligations  for  the  Pension  Plan  and  the  defined  benefit  supplementary 
retirement  plan  are  calculated  as  of  December  31  of  each  year.  The  discount  rates  used  to  determine  the  actuarial 
present  value  of  projected  benefit  obligations  under  such  plans  were  7.25%  as  of  December  31,  1997  and  7.75% 
as  of  December  31,  1996.  The  assumed  average  rate  of  increase  in  future  compensation  levels  under  such  plans 
was  5.0%  as  of  December  31,  1997  and  December  31,  1996.  The  long-term  rate  of  return  on  assets  (Pension  Plan 
only)  was  9/75%  as  of  December  31,  1997  and  December  31,  1996. 

Pension  Plan 

Net  pension  expense  for  the  Company's  Pension  Plan  included  the  following  actuarially  determined 


components: 

52  Weeks  Ended 
January  31, 1998 

52  Weeks  Ended 
February  1,  1997 

53  Weeks  Ended 
February  3,  1996 

Service  cost . . . . 

$  30 

(millions) 

$  36 

$  31 

Interest  cost . . . . . . . 

99 

'  94 

83 

Actual  return  on  assets . . 

...  .  (247) 

(193) 

(243) 

Net  amortization  and  deferrals  ......... 

115 

74 

134 

Cost  of  special  termination  benefits  . . . . . 

9 

_ - 

_ - 

$  6 

$  11 

$  5 

In  connection  with  a  program  to  modify  certain  health  care  benefits  for  future  retirees  at  one  division,  the 
Company  incurred  $9  million  of  special  termination  benefits  to  eligible  employees  who  elected  to  retire  within  a 
specified  time  period. 

The  following  table  sets  forth  the  projected  actuarial  present  value  of  benefit  obligations  and  funded  status  at 
December  31,  1997  and  1996,  for  the  Pension  Plan: 

1997  1996 

(millions) 

Net  accumulated  benefit  obligations,  including  vested  benefits  of  $1,286  million 


and  $  1,164  million,  respectively  . . : .  .  .  . . . ./>  . . .: .  ....  $1,304  $1,189 

Projected  compensation  increases  . . . 99  92 

Projected  benefit  obligations  .  1,403  1,281 

Plan  assets  (primarily  stocks,  bonds  and  U.S.  government  securities)  . , - - - -  1,590  1 ,469 

Unrecognized  gain  ...... .A . . . . . . . . . . .  (21)  (16) 

Unrecognized  prior  service  cost . .  ..............  3  _ 4 

>•  ‘  1,572  1,457 

Prepaid  pension  expense _ _ _ _ _ _ _ _ _ _ _ _ _  $  169  $  176 


F~19 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  -  Continued 


The  Company’s  policy  is  to  fund  the  Pension  Plan  at  or  above  the  minimum  required  by  law.  For  the  1997 
and  1996  plan  years,  the  Company  was  impacted  by  the  full  funding  limitation  resulting  in  a  zero  contribution 
requirement  for  both  years.  Plan  assets  are  held  by  independent  trustees. 

Supplementary  Retirement  Plan 

Net  pension  expense  for  the  supplementary  retirement  plan  included  the  following  actuarially  detennined 


components: 

52  Weeks  Ended 

52  Weeks  Ended 

53  Weeks  Ended 

January  31,  1998 

February  1,  1997 

February  3,  1996 

(millions) 

Service  cost . . 

$  2 

$  2 

$  2 

Prior  service; cost . .  ....... . ; . . . . . .  . . . — 

- 

1 

Interest  cost  on  projected  benefit  obligations. 

5 

5 

3 

Net  amortization  and  deferral. . .  .... ... . . 

V  _ 2 

1 

1 

$  9 

$  8 

12 

The  following  table  sets  forth  the  projected  actuarial  present  value  of  unfunded  benefit  obligations  at 


December  31,  1997  and  1996,  for  the  supplementary  retirement  plan: 

1997  1996 

(millions) 

Accumulated  benefit  obligations,  including  vested  benefits  of  $87  million  and 

$65  million,  respectively . . . $89  $66 

Projected  compensation  increases  : . . . . . ; . . .  - - -  . ... - - - -  _5  _ 9 

Projected  benefit  obligations  ...... .' . . . . . . . . . . . . . .  94  75 

Unrecognized  gain  (loss) . . . . .  (9)  6 

Unrecognized  prior  service  cost  . . . .  (7)  (5) 

Minimum  funding  liability  . . 11  - 

Accrued  supplementary  retirement  obligation . . $89  $76 


In  order  to  recognize  the  required  minimum  liability  at  December  31,  1997  for  the  defined  benefit 
supplementary  retirement  plan,  the  Company  recorded  an  additional  pension  accrual,  an  intangible  asset  to  the 
extent  of  unrecognized  prior  service  cost  and  a  reduction  in  shareholders’  equity,  net  of  applicable  income  taxes. 


Savings  Plan 

The  Savings  Plan  includes  a  voluntary  savings  feature  for  eligible  employees.  The  Company’s  contribution 
is  based  on  the  Company’s  annual  earnings  and  the  minimum  Company  contribution  is  33  1/3%  of  an  employee’s 
eligible  sayings.  Expense  for  the  Savings  Plan  amounted  to  $20  million  for  the  52  weeks  ended  January  31,  1998, 
$10  million  for  the  52  weeks  ended  February  1,  1997,  and  $10  million  for  the  53  weeks  ended  February  3,  1996. 
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Deferred  Compensation  Plan 

The  Company  has  a  deferred  compensation  plan  wherein  eligible  executives  may  elect  to  defer  a  portion  of 
their  compensation  each  year  as  either  stock  credits  or  cash  credits.  The  Company  transfers  shares  to  a  trust  to 
cover  the  number  it  estimates  will  be  needed  for  distribution  on  account  of  stock  credits  currently  outstanding.  At 
January  31,  1998,  February  L  1997,  and  February  3,  1996,  the  liability  under  the  plan,  which  is  reflected  in  other 
liabilities,  was  $17  million,  $12  million,  and  $8  million,  respectively.  Expense  for  the  52  weeks  ended 
January  31,  1998,  52  weeks  ended  February  1,  1997,  and  the  53  weeks  ended  February  3,  1996  was  immaterial. 

13,  Postretirement  Health  Care  and  Life  Insurance  Benefits 

In  addition  to  pension  and  other  supplemental  benefits,  certain  retired  employees  currently  are  provided  with 
specified  health  care  and  life  insurance  benefits.  Eligibility  requirements  for  such  benefits  vary  by  division  and 
subsidiary,  but  generally  state  that  benefits  are  available  to  eligible  employees  who  retire  after  a  certain  age  with 
specified  years  of  service.  Certain  employees  are  subject  to  having  such  benefits  modified  or  terminated. 


Net  postretirement  benefit  expense -included  the  following  actuarially  determined  components: 


52  Weeks  Ended 
January  31, 1998 

52  Weeks  Ended 
February  1,  1997 
(millions) 

53  Weeks  Ended 
February  3,  1996 

Service  cost . v . ; 

$  2 

$  5 

$  6 

Interest  cost . . 

23 

27 

29 

Net  amortization  and  deferral . . 

(15) 

(6) 

(7) 

Reduction  for  special  termination  benefits  . . 

(3) 

_ - 

_ - 

$  7 

$26 

$28 

— 

— 

— 

The  measurement  of  the  postretirement  benefit  obligations  is  calculated  as  of  December  31.  The  following 

table  sets  forth  the  projected  actuarial  present  value  of  unfunded  postretirement  benefit  obligations  at  Decem¬ 
bers!;  1997 and  1996: 

1997  1996 

(millions) 


Accumulated  postretirement  benefit  obligation: 


Retirees  . .  .  . . . . 

Fully  eligible  active  plan  participants . .  . . 

Other  active  plan  participants . . 

Accumulated  postretirement  benefit  obligation . 

TTnrerncmized  net  gain  . . 

. ‘  $278 

.  26 

. . . .  21 

. 325 

. 73 

$280 

39 

45 

364 

69 

Unrecognized  prior  service  cost . . . . 

. .  31 

16 

Accrued  postretirement  benefit  obligation  . . . .  .  . 

. .  $429 

$449 

The  discount  rate  used  in  determining  the  actuarial  present  value  of  unfunded  postretirement  benefit 
obligations  was  7.25%  as  of  December  31,  1997  and  7.75%  as  of  December  31,  1996. 
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The  future  medical  benefits  provided  by  the  Company  for  certain  employees  are  based  on  a  fixed  amount  per 
year  of  service,  and  the  accumulated  postretirement  benefit  obligation  is  not  affected  by  increases  in  health  care 
costs.  However,  the  future  medical  benefits  provided  by  the  Company  for  certain  other  employees  are  affected  by 
increases  in  health  care  costs.  For  purposes  of  determining  the  present  values  of  unfunded  postretirement  benefit 
obligations,  the  annual  growth  rate  in  the  per  capita  cost  of  various  components  of  such  medical  benefit 
obligations  was  assumed  to  range  from  5.5%  to  10.0%  in  the  first  year,  and  to  decrease  gradually  for  each  such 
component  to  5.5%  by  2003  and  to  remain  at  that  level  thereafter.  The  foregoing  growth-rate  assumption  has  a 
significant  effect  on  such  determination.  To  illustrate,  increasing  such  assumed  growth  rates  by  one  percentage 
point  would  increase  the  present  value  of  unfunded  postretirement  benefit  obligation  as  of  December  31,  1997  by 
$12  million  and  the  net  periodic  postretirement  benefit  expense  for  1997  by  $1  million. 

14.  Equity  Plan 

The  Company  has  adopted  an  equity  plan  intended  to  provide  an  equity  interest  in  the  Company  to  key 
management  personnel  and  thereby  provide  additional  incentives  for  such  persons  to  devote  themselves  to  the 
maximum  extent  practicable  to  the  businesses  of  the  Company  and  its  subsidiaries.  The  equity  plan  is 
administered  by  the  Compensation  Committee  of  the  Board  of  Directors  (the  “Compensation  Committee”).  The 
Compensation  Committee  is  authorized  to  grant  options,  stock  appreciation  rights  and  restricted  stock  to  officers 
and  key  employees  of  the  Company  and  its  subsidiaries.  The  equity  plan  also  provides  for  the  award  of  options  to 
non-employee  directors. 


Stock  option  transactions  are  as  follows: 

52  Weeks  Ended  52  Weeks  Ended  53  Weeks  Ended 

January  31,  1998  February  1,  1997  February  3,  X996 


Shares 

Weighted 

Average 

Option 

Price 

Shares 

Weighted 

Average 

Option 

Price 

Shares 

Weighted 

Average 

Option 

Price 

(shares  in  thousands) 

Outstanding,  beginning  of  year  . . . 

9,140.2 

$24.65 

7,415.7 

$20.48 

6,151.5- 

$19.83 

Granted . 

4,133.7 

34.49 

3,057.8 

33.14 

2,291.1 

21.82 

Canceled . . . 

(630.0) 

29.51 

(403.9) 

23.95 

(435.6) 

20.74 

Exercised . . 

(1,818.6) 

20.80 

(929.4) 

19.60 

(591.3) 

18.63 

Outstanding,  end  of  year . . . .  .  . 

10,825.3 

$28.78 

9,140,2 

$24.65 

7,415.7 

$20.48 

Exercisable,  end  of  year . . . 

3,315.0 

$22.56 

3,136.8 

$20.33 

2,750.2  , 

$19.41 

Weighted  average  fair  value  of  options  granted 
during  the  year  . 

$14.26 

$13.04 

$  9.89 

As  of  January  31,  1998,  10.8  million  shares  of  Common  Stock  were  available  for  additional  grants  pursuant 
to  the  Company's  equity  plan,  of  which  1.2  million  shares  were  available  for  grant  in  the  form  of  restricted  stock. 
During  the  52  weeks  ended  January  31,1998,  30,000  shares  of  Common  Stock  were  granted  in  the  form  of 
restricted  stock  at  a  market  value  of  $34.38  and  fully  vest  after  3  years.  No  shares  of  Common  Stock  were  granted 
in  the  form  of  restricted  stock  during  the  52  weeks  ended  February  1,  1997  or  the  53  weeks  ended  February  3, 
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1996.  Compensation  expense  is  recorded  for  all  restricted  stock  grants  based  on  the  amortization  of  the  fair 
market  value  at  the  time  of  grant  of  the  restricted  stock  over  the  period  the  restrictions  lapse.  There  have  been  no 
grants  of  stock  appreciation  rights  under  the  equity  plan. 

The  Company  applies  Accounting  Principles  Board  Opinion  No.  25  and  related  Interpretations  in  accounting 
for  compensation  cost  under  its  equity  plan.  Had  compensation  cost  for  the  Company’s  equity  plan  been 
determined  consistent  with  Statement  of  Financial  Accounting  Standards  No.  123  for  options  granted  subsequent 
to  January  28,  1995,  the  Company’s  net  income  and  earnings  per  share  would  have  been  reduced  to  the  pro  forma 
amounts  indicated  below: 

52  Weeks  Ended  52  Weeks  Ended  53  Weeks  Ended 

January  31,  1998  February  1,  1997  February  3,  1996 

(millions,  except  per  share  data) 


Net  income 

As  Reported . 

.......  $536 

$266 

$  75 

Pro  forma  . . . . .  . 

.  521 

258 

72 

Basic  earnings 

As  Reported  . . . 

. . . .  2.56 

1.28 

.39 

per  share 

Pro  forma  . . . . . .  ... ..... 

.  2.49 

1.24 

.37 

Diluted  earnings 

As  Reported  ............ 

.......  2.41 

:  1.24 

.39 

per  share 

Pro  forma . . . . 

. . .  2.34 

1.21 

:  .37 

The  fair  value  of  each  option  grant  subsequent  to  January  28,  1995  is  estimated  on  the  date  of  grant  using  the 
Black-Scholes  option-pricing  model  with  the  following  weighted-average  assumptions  used. 


52  Weeks  Ended  52  Weeks  Ended  53  Weeks  Ended 

January  31, 1998  February  1,  1997  February  3,  1996 

Dividend  yield  ...  . .  . . . -  -  - 

Expected  volatility . . . 29.7%  25.2%  31.5% 

Risk-free  interest  rate ............ .........  5.7%  6.1%  7.0% 

Expected  life  . . . .  6  years  6  years  6  years 


The  following  summarizes  information  about  stock  options  granted  subsequent  to  January  28,  1995,  which 
remain  outstanding  as  of  January  31,  1998: 

_ _ _ Options  Outstanding _  _ Options  Exercisable _ 


Range  of 
Exercise  Prices 

Number 

Outstanding 

Weighted  Average 
Remaining 
Contractual  Life 

Weighted  Average 
Exercise  Price 

Number 

Exercisable 

Weighted  Average 
Exercise  Price 

$19.00-28.50 

(thousands) 

1,250.6 

7  years 

$22.40 

(thousands) 

485.2 

$22.40 

33.13-34.63 

2,604.5 

8  years 

33.14 

519.8 

33.14 

34.38-45.13 

3,944.1 

9  years 

34.49 

- 

- 

15.  Shareholders’  Equity 

The  authorized  shares  of  the  Company  consist  of  125.0  million  shares  of  preferred  stock  (“Preferred 
Stock”),  par  value  of  $.01  per  share,  with  no  shares  issued,  and  500.0  million  shares  of  Common  Stock,  par  value 
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of  $.01  per  share,  with  239.9  million  shares  of  Common  Stock  issued  and  209.9  million  shares  of  Common  Stock 
outstanding  at  January  31,  1998  and  237.8  million  shares  of  Common  Stock  issued  and  208.0  million  shares  of 
Common  Stock  outstanding  at  February  1,  1997  (with  shares  held  in  the  Company’s  treasury  or  by  subsidiaries  of 
the  Company  being  treated  as  issued,  but  not  outstanding). 

Common  Stock 

The  holders  of  the  Common  Stock  are  entitled  to  one  vote  for  each  share  held  of  record  on  all  matters 
submitted  to  a  vote  of  shareholders.  Subject  to  preferential  rights  that  may  be  applicable  to  any  Preferred  Stock, 
holders  of  Common  Stock  are  entitled  to  receive  ratably  such  dividends  as  may  be  declared  by  the  Board,  of 
Directors  out  of  funds  legally  available  therefor.  However,  it  is  not  presently  anticipated  that  dividends  will  be 
paid  on  Common  Stock  in  the  foreseeable  future. 

Preferred  Share  Purchase  Rights 

Each  share  of  Common  Stock  is  accompanied  by  one  right  (a  “Right”)  issued  pursuant  to  the  Share 
Purchase  Rights  Agreement  between  the  Company  and  The  Bank  of  New  York,  as  Rights  Agent.  Each  Right 
entitles  the  registered  holder  thereof  to  purchase  from  the  Company  one  one~hundredth  of  a  share  of  Series  A 
Junior  Participating  Preferred  Stock,  par  value  $.01  per  share  (the  “Series  A  Preferred  Shares”),  of  the  Company 
at  a  price  (the  “Purchase  Price”)  of  $62.50  per  one  one~hundredth  of  a  Series  A  Preferred  Share  (subject  to 
adjustment). 

In  general,  the  Rights  will  not  become  exercisable  or  transferable  apart  from  the  shares  of  Common  Stock 
with  which  they  were  issued  unless  a  person  or  group  of  affiliated  or  associated  persons  becomes  the  beneficial 
owner  of,  or  commences  a  tender  offer  that  would  result  in  beneficial  ownership  of,  20%  or  more  of  the 
outstanding  shares  of  Common  Stock  (any  such  person  or  group  of  persons  being  referred  to  as  an  “Acquiring 
Person”).  Thereafter,  under  certain  circumstances,  each  Right  (other  than  any  Rights  that  are  or  were  beneficially 
owned  by  an  Acquiring  Person,  which  Rights  will  be  void)  could  become  exercisable  to  purchase  at  the  Purchase 
Price  a  number  of  shares  of  Common  Stock  having  a  market  value  equal  to  two  times  the  Purchase  Price.  The 
Rights  will  expire  on  February  4,  2002,  unless  earlier  redeemed  by  the  Company  at  a  redemption  price  of  $.03 
per  Right  (subject  to  adjustment). 

Future  Stock  Issuances 

The  Company  is  authorized  to  issue  10.2  million  shares  of  Common  Stock  (subject  to  adjustment)  upon  the 
conversion  of  the  Convertible  Subordinated  Notes,  1.0  million  shares  of  Common  Stock  (subject  to  adjustment) 
upon  the  exercise  of  the  Company’s  Series  B  Warrants,  9.0  million  shares  of  Common  Stock,  (subject  to 
adjustment)  upon  the  exercise  of  the  Company’s  Series  C  Warrants,  9.0  million  shares  of  Common  Stock  (subject 
to  adjustment)  upon  the  exercise  of  the  Company’s  Series  D  Warrants  and  0.2  million  shares  of  Common  Stock 
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(subject  to  adjustment)  upon  the  exercise  of  the  Company's  Series  E  Warrants.  The  warrants  have  the  following 


terms: 

Shares  per 

Exercise 

Expiration 

Warrant 

Price 

Date 

Series  B  . . . . . . . . . . 

. . . .  1.047 

$35.00 

2/15/00 

Series  C . . 

. . . .  1.000 

25.93 

12/19/99 

Series  D . . . . . . . 

. . . .  1.000 

29.92 

12/1 9/01 

Series  E . . . . . 

. .  0.270 

17.00 

10/08/99 

In  addition  to  the  stock  options  described  in  Note  14,  the  Company  issued  options  to  purchase  1.5  million 
shares  of  Common  Stock  at  prices  ranging  from  $14.81  to  $51.85  in  connection  with  the  acquisition  of  Broadway 
(of  which  options  to  purchase  300  thousand  shares  of  Common  Stock  remained  outstanding  as  of  January  31, 
1998). 

Treasury  Stock 

Treasury  stock  contains  shares  issued  to  wholly  owned  subsidiaries  of  the  Company  in  connection  with  the 
acquisition  of  Macy’s,  shares  maintained  in  a  trust  related  to  the  deferred  compensation  plans  and  shares 
repurchased  to  cover  employee  tax  liabilities  related  to  other  stock  plan  activity. 


Changes  in  the  number  of  shares  held  in  the  treasury  are  as  follows: 


52  Weeks  Ended 
January  31, 1998 

52  Weeks  Ended 
February  1, 1997 

53  Weeks  Ended 
February  3>  1996 

(thousands) 

Balance,  beginning  of  year . . .  . 

Additions: 

......  84.8 

40.8 

Restricted  stock . . . . . 

.  70.0 

41.9 

40.8 

Deferred  compensation  plan - - - - 

.  4.5 

2.1 

.  .. _ - 

Balance,  end  of  year . . .  . . 

......  159.3 

84.8 

40,8 

Additions  to  treasury  stock  for  restricted  stock  and  the  deferred  compensation  plan  represent  shares  accepted 
in  lieu  of  cash  to  cover  employee  tax  liability  upon  lapse  of  restrictions  for  restricted  stock  and  upon  distribution 
of  common  stock  under  the  deferred  compensation  plan. 
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Under  the  deferred  compensation  plan,  shares  are  maintained  in  a  trust  to  cover  the  number  estimated  to  be 
needed  for  distribution  on  account  of  stock  credits  currently  outstanding.  Changes  in  the  number  of  shares  held  in 
the  trust  are  as  follows: 


Balance,  beginning  of  year 

Additions . 

Distributions . 

Balance,  end  of  year  ..... 


52  Weeks  Ended 
January  31, 1998 

283.5 

123.7 
(28.5) 

378.7 


52  Weeks  Ended 
February  1, 1997 
(thousands) 

213.9 

90.6 

(21.0) 

283.5 


53  Weeks  Ended 
February  3, 1996 

130.5 
88.0 
(4.6)  ' 

213.9 


16.  Financial  Instruments  and  Concentrations  of  Credit  Risk 


The  following  methods  and  assumptions  were  used  to  estimate  the  fair  value  of  each  class  of  financial 
instruments  for  which  it  is  practicable  to  estimate  that  value:  , 


Cash  and  short-term  investments 

The  carrying  amount  approximates  fair  value  because  of  the  short  maturity  of  these  instruments. 

Accounts  receivable 

The  carrying  amount  approximates  fair  value  because  of  the  short  average  maturity  of  the  instruments,  and 
because  the  carrying  amount  reflects  a  reasonable  estimate  of  losses  from  doubtful  accounts. 

Long-term  debt 

The  fair  values  of  the  Company's  long-term  debt,  excluding  capitalized  leases,  are  estimated  based  on  the 
quoted  market  prices  for  publicly  traded  debt  or  by  using  discounted  cash  flow  analysis,  based  on  the  Company’s 
current  incremental  borrowing  rates  for  similar  types  of  borrowing  arrangements. 

Interest  rate  cap  agreements 

The  fair  values  of  the  interest  rate  cap  agreements  are  estimated  based  on  current  settlement  prices  of 
comparable  contracts  obtained  from  dealer  quotes. 


Interest  rate  swap  agreements 

The  fair  values  of  the  interest  rate  swap  agreements  are  obtained  from  dealer  quotes.  The  values  represent 
the  estimated  amount  the  Company  would  pay  to  terminate  the  agreements  at  the  reporting  date,  taking  into 
account  current  interest  rates  and  the  current  creditworthiness  of  the  swap  counterparties. 
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The  estimated  fair  values  of  certain  financial  instruments  of  the  Company  are  as  follows: 

January  31, 1998  February  1, 1997 

Notional  Carrying  Fair  Notional  Carrying  Fair 

Amount  Amount  Value  Amount  Amount  Value 

'  (millions) 

Long-term  debt . . ...  v .......... .  $3,854  $3,853  $4,179  $4,534  $4,533  $4,703 

Interest  rate  cap  agreements . . .  827  -  -  1,852  8  - 

Interest  rate  swap  agreements _ _ _  376  -  (2)  752  -  (8) 

The  interest  rate  cap  agreements  in  effect  at  January  31,  1998  are  used  to  hedge  interest  rate  risk  related  to 
variable  rate  indebtedness  under  the  Company’s  Revolving  Loan  Facilities  and  commercial  paper  programs. 
These  interest  rate  cap  agreements  are  recorded  at  cost  and  are  amortized  on  a  straight-line  basis  over  the  life  of 
the  cap. 

The  interest  rate  swap  agreements  relate  to  the  note  monetization  and  Revolving  Loan  Facilities.  The  note 
monetization  facility  bears  interest  based  on  LIBOR,  subject  to  certain  adjustments.  The  interest  rate  swap 
agreement  for  the  note  monetization  facility  effectively  converts  this  variable  rate  debt  (LIBOR  plus  0.40%)  to  a 
fixed  rate  of  10.344%  (9.944%  fixed  rate  plus  0.40%).  The  trust  that  is  the  borrower  under  the  note  monetization 
facility  receives  fixed-rate  interest  on  the  promissory  note  constituting  such  trust’s  principal  asset.  The  other 
interest  rate  swap  agreements  are  used,  in  effect,  to  fix  the  interest  on  a  portion  of  the  debt  outstanding  under  the 
Revolving  Loan  Facilities. 

Commitments  to  extend  credit  under  revolving  agreements  relate  primarily  to  the  aggregate  unused  credit 
limits  and  unused  lines  of  credit  for  the  Company’s  credit  plans.  These  commitments  generally  can  be  terminated 
at  the  option  of  the  Company.  It  is  unlikely  that  the  total  commitment  amount  will  represent  future  cash 
requirements.  The  Company  evaluates  each  customer’s  creditworthiness  on  a  case-by-case  basis. 

Financial  instruments  that  potentially  subject  the  Company  to  concentrations  of  credit  risk  consist 
principally  of  temporary  cash  investments  and  trade  receivables.  The  Company  places  its  temporary  cash 
investments  in  what  it  believes  to  be  high  credit  quality  financial  instruments.  Credit  risk  with  respect  to  trade 
receivables  is  concentrated  in  the  geographic  regions  in  which  the  Company  operates  stores.  Such  concentrations, 
however,  are  considered  to  be  limited  because  of  the  Company’s  large  number  of  customers  and  their  dispersion 
across  many  regions. 
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17.  Earnings  Per  Share 

The  reconciliation  of  basic  earnings  per  share  to  diluted  earnings  per  share  based  on  income  before 


extraordinary  item  is  as  follows: 

52  Weeks  Ended 
January  31, 1998 

52  Weeks  Ended 
February  1>  1997 

53  Weeks  Ended 
February  3,  1996 

Shares 

Income 

Shares 

Income 

Shares 

Income 

(millions,  except  per  share  data) 

Income  before  extraordinary  item 

and  average  number  of  shares 

outstanding . . . 

209.2 

$575 

207.5 

$266 

191.5 

$75 

Shares  to  be  issued  to  IRS . 

.1 

.1 

Shares  to  be  issued  under  deferred 

compensation  plan  . . 

.3 

.2 

.2 

.  _ 

209.5 

$575 

207.8 

$266 

191.8 

$75 

Basic  earnings  per  share - 

$2.74 

$1.28 

$.39 

Effect  of  dilutive  securities: 

Warrants . . . 

5.4 

2.8 

.6 

Stock  options  . . . . .  .  . . 

2.0 

1.6 

.9 

Convertible  notes . 

10.2 

10 

10.2 

11 

227.1 

$585 

222.4 

$277 

193.3 

$75 

Diluted  earnings  per  share  . . . 

$2.58 

.....  •*' 

$1.24 

$.39 
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18,  Quarterly  Results  (unaudited) 


Unaudited  quarterly  results  for  the  52  weeks  ended  January  31,  1998  and  February  1,  1997,  were  as  follows: 


52  Weeks  Ended  January  31,  1998: 

Net  sales . 

Operating  income . 

Income  before  extraordinary  item  . . 

Net  income  . . . 

Basic  earnings  per  share: 

Income  before  extraordinary  item 

Net  income . . . 

Diluted  earnings  per  share: 

Income  before  extraordinary  item 
Net  income . 

52  Weeks  Ended  February  1,  1997: 

Net  sales . 

Operating  income . . 

Net  income  (loss) . . 

Basic  earnings  (loss)  per  share  .... 
Diluted  earnings  (loss)  per  share. . . 


First  Second  Third  Fourth 

Quarter  Quarter  Quarter  Quarter 

(millions,  except  per  share  data) 


$3,409 

$3,453 

$3,746 

$5,060 

148 

212 

268 

713 

24 

67 

105 

379 

24 

28 

105 

379 

.12 

.32 

.50 

1.80 

.12 

.13 

.50 

1.80 

.11 

.31 

.47 

1.66 

.11 

.13 

.47 

1.66 

$3,301 

$3,284 

$3,609 

$5,035 

55 

76 

187 

575 

(38) 

(27) 

42 

289 

(.18) 

(.13) 

.20 

1.39 

(-18) 

(.13) 

.20 

1.31 

1997 

First  Quarter 
Second  Quarter 
Third  Quarter 
Fourth  Quarter 


Average 


Shares  Traded  Daily  Volume 
77,160,800  1,224,775 

85,795,000  1,361,825 

60,580,400  946,569 

61,048,400  1,000,793 


Prices 

Low  High 

31  5/8  38  1/4 

345/8  44  1/8 

39  5/16  45  7/16 

39  11/16  48  7/8 


1996 

First  Quarter 
Second  Quarter 
Third  Quarter 
Fourth  Quarter 


Average 

Shares  Traded  Daily  Volume 


79,489,000  1,262,000 

65,428,000  1,039,000 

60,840,000  951,000 

92,726,000  1,496,000 


Prices 

Low  High 

26  1/8  34  3/4 

29  3/8  36  5/8 

31  1/8  36  1/8 

30  37 
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